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Carolina Water Service, Inc.
Summary of Cost of Capital and Fair Rate of Return
Based on the Actual Consolidated Capital Structure of Utilities, Inc. at December 31, 2003

Type of Capital Ratios (1) Cost Rate Weighted Cost Rate
Total Debt 59.23 % 7.28% (1) 4.31% 431%
Common Equity 40.77 11.40% - 11.50% (2) 4.65% 4.69%
Total 100.00 % 8.96% - 9.00%

(1) From Exhibit B, Page 5 of the Application of Carolina Water Service, Inc. for adjustment of rates and charges for
the provision of water and sewer service and modification of rate schedules.

(2) Based upon informed judgment from the entire study, the principal results of which are summarized on page 2 of
this Schedule.



Carolina Water Service, Inc.

Brief Summary of Common Equity Cost Rate

No. Principal Methods
1. Discounted Cash Fiow Model (DCF) (1)
2. Risk Premium Model (RPM) (2)
3. Capital Asset Pricing Model (CAPM) (3)
4, Comparable Earnings Model (CEM) (4)
5. Indicated Range of Common
Equity Cost Rate before
Adjustment for Investment Risk
6. Investment Risk Adjustment (5)
7. Recommended Range of Common
Equity Cost Rate after Adjustment
for Investment Risk
Notes: (1) From Schedule PMA-6

(2)
(3)
4
)

From page 1 of Schedule PMA-10.
From page 1 Schedule PMA-11.

From page 2 and 4 of Schedule PMA-12.
Investment risk adjustment to reflect Carolina Water Service, Inc.'s greater

Exhibit No. ____
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Proxy Group of Three
Proxy Group of Six AUS Value Line (Standard
Utility Reports Water Edition) Water
Companies Companies
106 % 10.8 %
10.6 10.8
10.2 104
14.5 14.4
10.90 % 11.00 %
11.40 % 11.50 %

investment risk due to its small size vis-a-vis each proxy group as detailed in Ms.

Ahern's direct testimony.



Line No.

1. Carolina Water Service, Inc,

ibbotson Associates' Size Premia for the Decile Portfotios of the NYSE/AMEX/NASDAQ

T S A e i A s M e L e =

Carolina Water Service, Inc.

Derivation of Investment Risk Adjustment Based upon

Based upon the Proxy Group of Six AUS Utility Reports
A, Water Companies

Based upon the Proxy Group of Three Value Line
B. (Standard Edition) Water Companies

Proxy Group of Six AUS Utility Reports Water Companies

Proxy Group of Three Value Line (Standard Edition)
3.  Water Companies

See page 4 for notes.

1 3 4 )
Applicable Decile
of the . " Spread from
Total Capitalization (inc!. Short-Term Market Capitalization on March 28, NYSE/AMEX/ Ap‘g‘f;‘::jnf'z" Applicable Size
Debt) for the Year 2003 2004 (1) NASDAQ Premium (2)
( millions ) (times larger) ( millions ) (times larger)
$ 34.118 (3)
$ 30.825 10 (4) 6.41% )
$ 31.580 10 (4) 6.41% )
$ 502.690 (6) 147 x $ 623.771 202 x 8(N 2.36% 8) 4.05%
$ 865.130 (9) 254 $ 1,101.438 34.9 6-7(10) 1.68% (11) 4.73%
Recent Total Recent
Number of Market Average Market
Decile Companies Capitalization Capitalization
( millions ) ( millions )

1 - Largest 172 $8,214,688.366 $47,759.816

2 177 1,722,153.325 9,729.680

3 199 894,917.914 4,497.075

4 209 548,389.454 2,623.873

5 219 400,381.543 1,828.226

6 257 325,662.936 1,267.171

7 300 264,131.617 880.439

8 372 219,976.996 591.336

9 589 230,476.080 391.301

10 - Smallest 1782 185,820.318 104.276
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Notes:
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©

(10)

(11
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Carolina Water Service, Inc.
Derivation of Investment Risk Adjustment Based upon
Ibbotson Associates’ Size Premia for the Decile Portfolios of the NYSE

From page 5 of this Schedule.

Line No. 1 — Line No. 2 and Line No. 1 — Line No. 3 of Columns 3 and 4, respectively. For example, the
4.05% in Column 5, Line No. 2 is derived as follows 4.05% =6.41% - 2.36%.

Total Assets and Liabilities from Application of Carolina Water Senvice, Inc. for adjustment of rates and
charges for the provision pf water and sewer service and modification of rate schedules, Schedule A

With an estimated market capitalization of $30.825 miliion (based upon the proxy group of six AUS Utility
Reports water companies) and $31.580 (based upon the proxy group of three Value Line (Standard
Edition) water companies), Carolina Water Service, Inc. falls in the 10" decile of the
NYSE/AMEX/NASDAQ which has an average market capitalization of $104.276 as can be gleaned from
the information shown in the table on the bottom half of page 3 of this Schedule

Size premium applicable to the 10t decile of the NYSE/AMEX/NASDAQ as shown on page 15 of this
Schedule.

From page 1 of Schedule PMA-3.

With an estimated market capitalization of $623.771 million, the proxy group of six AUS Utility Reports
water companies falls in the 8t decile of the NYSE/AMEX/NASDAQ which has an average market
capitalization of $591.336 million as can be gleaned from the information shown in the table on the bottom
half of page 3 of this Schedule.

Size premium applicable to the 8t deciles of the NYSE/AMEX/NASDAQ as shown on page 15 of this
Scheduile.

From page 1 of Schedule PMA-4.

With an estimated market capitalization of $1,101.438 million the proxy group of three Value Line
(Standard Edition) water companies falls between the 6™ and 7th deciles of the NYSE/AMEX/NASDAQ
which has an average market capitalization of $1 ,073.805 million as can be gleaned from the information
shown in the table on the bottom half of page 3 of this Schedule.

Average size premium applicable to the g™ and 7" deciles of the NYSE/AMEX/NASDAQ as shown on
page 15 of this Schedule.

Source of Information: Ibbotson Associates, Stocks, Bonds, Bills and Inflation — Valuation Edition —2004 Yearbook,

Chicago, I, 2005



Carolina Water Service, Inc.
Market Capitalization of Carolina Water Service, Inc.
the Proxy Group of Six AUS Utility Reports Water Companies and the
the Proxy Group of Three Value Line (Standard (Edition) VWater Companies and the

Notes:

Source of Information:

1 2 3 4 5 8
Book Value per Total Common Market
Common Stock Shares Share at Equity at Closing Stock Market-to-Book Capitalization on
Outstanding at September 30, September 30, Market Price on Ratio at March March 28, 2005
Company September 30, 2004 2004 (1) 2004 March 28, 2005 28, 2005 (2) )
( millions ) ( millions ) ( millions }
Carolina Water Service, Inc. NA (4) NA $ 13.241 (4) NA
Based upon the Proxy Group of Six AUS Utility Reports 2328 % (5) _$ 30.825 (6)
Water Companies
Based upon the Proxy Group of Three Value Line
(Standard Edition) Water Companies 2385 %(7) $ 31.580 (8)
Proxy Group of Six AUS Utility Reports Water Companies
American States Water Co. 16.689 $ 15.238 $ 254,303 $ 25.500 167.3 % $ 425570
Agua America, Inc. 93.243 7.294 680.119 24,200 331.8 2,256.481
Artesian Resources Corp., 3.946 13.747 54.245 26.050 189.5 102.793
California Water Service Group 18.345 15.678 287.605 33.920 216.4 622.262
Middlesex Water Company 11.327 8.345 94,529 18.030 216.1 204.226
York Water Company 6.874 6.925 47.601 19.100 275.8 131.293
Average 25.071 $ 11.205 $ 236.400 $ 24.467 232.8 % $ 623.771
Proxy Group of Three Value Line (Standard Edition) Water
Companies
American States Water Co. $ 16.689 $ 15.238 3 2654.303 $ 25.500 1673 % $ 425,570
Aqua America, inc. 93.243 7.294 680.119 24,200 331.8 2,256.481
California Water Service Group 18.345 15.678 287.605 33.920 216.4 622,262
$ 42.759 $ 12.737 $ 407.342 $ 27.873 2385 % $ 1,101.438

NA = Not Available

(1) Column 3/ Column 1.

(2) Column 4/ Column 2.

(3) Column 5 * Column 3.

(4) At June 30, 2004

(5) The market-to-book ratio of Carolina Water Service, Inc. at March 28, 2005 is assumed to be equal to the average market-to-book ratio at March
28, 2005 of the proxy group of six AUS Utility Reports Water Companies.

(6) Carolina Water Service, Inc.'s common stock, if traded, would trade at a market-to-book ratio equal to the average market-to-book ratio at March
28, 2005 of the proxy group of six AUS Utility Reports water companies, 232.8%, and Carolina Water Service, Inc.'s market capitalization at March
28, 2005 would therefore have been $30.825 million. ($30.825 = §13.241 * 232.8%).

(7) The market-to-book ratio of Carolina Water Service, inc. at March 28, 2005 is assumed to be equal to the average market-to-book ratio at March
28, 2005 of the proxy group of three Value Line (Standard Edition) water companies.

(8) Carolina Water Service, inc.'s common stock, if traded, would trade at a market-to-book ratio equal to the average market-to-book ratio at March
28, 2005 of the proxy group of three Vaiue Line (Standard Edition) water companies, 238.5%, and Carolina Water Service, Inc.'s market
capitalization at March 28, 2005 would therefore have been $31.580 million. ($31.580 = $13.241 * 238.5%).

Standard & Poor's Compustat Services, Inc., PC Plus Research Insight Data Base
Application of Carolina Water Service, inc. for adjustment of rates and charges for the provision of water and sewer service and modification of rate
schedules, Schedule A
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Chapter 7

Firm Size and Return

The Firm Size Phenomenon

One of the most remarkable discoveries of modern finance is that of a relationship between firm size
and return. The relationship cuts across the entire size spectrum but is most evident among smaller
companies, which have higher returns on average than larger ones. Many studies have looked at the
effect of firm size on return.! In this chapter, the returns across the entire, range of firm size
are examined.

Construction of the Decile Portfolios

The portfolios used in this chapter are those created by the Center for Research in Security Prices
(CRSP) at the University of Chicago’s Graduate School of Business. CRSP has refined the methodol-
ogy of creating size-based portfolios and has applied this methodology to the entire universe of
NYSE/AMEX/NASDAQ-listed securities going back to 1926.

The New York Stock Exchange universe excludes closed-end mutual funds, preferred stocks,
real estate investment trusts, foreign stocks, American Depository Receipts, unit investment trusts,
and Americus Trusts. All companies on the NYSE are ranked by the combined market capitalization
of their eligible equity securities. The companies are then split into 10 equally populated groups, or
deciles. Eligible companies traded on the American Stock Exchange (AMEX) and the Nasdaq
National Market (NASDAQ) are then assigned to the appropriate deciles according to their capital-
ization in relation to the NYSE breakpoints. The portfolios are rebalanced, using closing prices for
the last trading day of March, June, September, and December. Securities added during the quarter
are assigned to the appropriate portfolio when two consecutive month-end prices are available. If the
final NYSE price of a security that becomes delisted is a month-end price, then that month’s return
is included in the quarterly return of the security’s portfolio. When a month-end NYSE price is miss-
ing, the month-end value of the security is derived from merger terms, quotations on regional
exchanges, and other sources. If a month-end value still is not determined, the last available daily
price is used.

Base security returns are monthly holding period returns. All distributions are added to the
month-end prices, and appropriate price adjustments are made to account for stock splits and divi-
dends. The return on a portfolio for one month is calculated as the weighted average of the returns
for its individual stocks. Annual portfolio returns are calculated by compounding the monthly port-
folio returns.

Size of the Deciles

Table 7-1 reveals that the top three deciles of the NYSE/AMEX/NASDAQ account for most of the
total market value of its stocks. Approximately two-thirds of the market value is represented by the
first decile, which currently consists of 172 stocks, while the smallest decile accounts for just over
one percent of the market value. The data in the second column of Table 7-1 are averages across all

4 Rolf W. Banz was the first to document this phenomenon. See Banz, Rolf W. “The Relationship Between Returns and
Market Value of Common Stocks,” Journal of Financial Economics, Vol. 9, 1981, pp. 3-18.

IbbotsonAssociates 127
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Chapter 7

79 years. Of course, the proportion of market value represented by the various deciles varies from
year to year.

Columns three and four give recent figures on the number of companies and their market cap-
italization, presenting a snapshot of the structure of the deciles near the end of 2004.

Table 7-1
Size-Decile Portfolios of the NYSE/AMEX/NASDAQ Size and Composition
1928-2004
Recent
Historical Average Recent Decile Market Recent
Percentage of Number of Capitalization Percentage of
Decile Total Capitalization Companies (in thousands)  Total Capitalization
1-Largest 63.31% 172 $8,214,688,366 63.16%
2 13.87% 177 1,722,153,325 13.24%
3 7.58% 199 894,917 914 6.88%
4 4.74% 209 548,389,454 422%
5 3.24% 219 400,381,543 3.08%
5 2.37% 257 325,662,936 2.50%
7 1.73% 300 264,131,617 2.03%
8 1.28% 372 219,976,996 1.69%
9 0.98% - 589 230,476,080 177%
10-Smaliest 0.80% 1,782 185,820,318 1.43%
Mid-Cap 3-5 15.56% 827 1,843,688,910 14.18%
Low-Cap 6-8 5.38% 929 809,771,548 6.23%
Micro-C‘ap 9-10 1.79% 2,371 416,296,398 3.20%

Source: © 200503 CRSP® Center for Research in Security Prices. Graduate Schoo! of Business, The University of Chicago. Used
with permission. All rights reserved. www.crsp.uchicago edu

Historical average percentage of total capitalization shows the average, over the last 79 years, of the decile market values as a
percentage of the total NYSE/AMEX/NASDAQ calculated each month. Number of companies in deciies, recent market
capitalization of deciles, and recent percentage of total capitalization are as of September 30, 2004.

Table 7-2 gives the current breakpoints that define the composition of the NYSE/AMEX/NASDAQ
size deciles. The largest company and its market capitalization are presented for each decile. Table
7.3 shows the historical breakpoints for each of the three size groupings presented throughout this
chapter. Mid-cap stocks are defined here as the aggregate of deciles 3-5. Based on the most recent
data (Table 7-2), companies within this mid-cap range have market capitalizations at or below
$6,241,953,000 but greater than $1,607,854,000. Low-cap stocks include deciles 6-8 and currently
include all companies in the NYSE/AMEX/NASDAQ with market capitalizations at or below
$1,607,854,000 but greater than $505,437,000. Micro-cap stocks include deciles 9-10 and include
companies with market capitalizations at or below $505,437,000. The market capitalization of the
smallest company included in the micro-capitalization group is currently $1,393,000.

128 SBBI Valuation Edition 2005 Yearbook
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Firm Size and Return

Table 7-2

Size-Decile Portfolios of the NYSE/AMEX/NASDAQ, Largest Company
and its Market Capitalization by Decile
September 30, 2004

Market Capitalization
of Largest Company

Decile (in thousands) Company Name
1-Largest $342,087,218 General Electric Co.

2 14,096,886 Agilent Technologies Inc.
3 624“1 .953 Tenet Healthcare Corp.

4 3,464,104  Wellchoice Inc.

5 2,231,707 OGE Energy Corp.

6 1,6_07,854 Entercom Communications Corp.
7 1,097,603 Vintage Petroleum Inc.

8 746,219 Wabash Nationai Corp.

9 505437  World Fuel Services Corp.
10-Smallest 262,725 Mastec Inc

Source: Center for Research in Security Prices, University of Chicago.

Presentation of the Decile Data

Summary statistics of annual returns of the 10 deciles over 1926-2004 are presented in Table 7-4.
Note from this exhibit that both the average return and the total risk, or standard deviation of annual
returns, tend to increase as one moves from the largest decile to the smallest. Furthermore, the
serial correlations of returns are near zero for all but the smallest two deciles. Serial correlations and
their significance will be discussed in detail later in this chapter.

Graph 7-1 depicts the growth of one dollar invested in each of three NYSE/AMEX/NASDAQ
groups broken down into mid-cap, low-cap, and micro-cap stocks. The index value of the entire
NYSE/AMEX/NASDAQ is also included. All returns presented are value-weighted based on the mar-
ket capitalizations of the deciles contained in each subgroup. The sheer magnitude of the size effect
in some years is noteworthy. While the largest stocks actually declined in 1977, the smallest stocks
rose more than 20 percent. A more extreme case occurred in the depression-recovery year of 1933,
when the difference between the first and tenth decile returns was far more substantial. This diver-
gence in the performance of small and large company stocks is a common occurrence.

ibbotsonAssociates 129



Exhibit No. ___
Schedule PMA-1
Page 10 of 18

Chapter 7

Table 7-3

Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
Largest and Smallest Company by Size Group

from 1926 101965

Capitalization of Largest Company Capitalization of Smallest Company
(in thousands) {in thousands)

Date Mid-Cap Low-Cap Micro-Cap Mid-Cap Low-Cap  Micro-Cap
{Sept 30) 3-5 6-8 9-10 3-5 6-8 9-10
1926 $61,490 $14,040 $4,305 $14,100 $4,325 $43
1827 $65,281 $14,748 $4,450 $15,311 $4,496 $72
1928 $81,998 $18,875 $5,074 $19,050 $5,119 $135
1929 $107,085 $24,328 $5,875 $24,480 $5,915 $126
1930 $67,808 $13,050 $3,219 $13,068 $3,264 $30
1831 $42,807 $8,142 $1,905 $8222  $1,827 $15
1932 $12,431 $2,170 $473 $2,198 $477 $19
1933 $40,298 $7,210 $1,830 $7,280 $1,875 $100
1934 $38,129 $6,669 $1,668 $6,734 $1,673 $68
1935 $37,631 $6,519 $1,350 $6,549 $1,383 $38
1936 $46,920 $11,505 $2,660 $11,526 $2,668 $98
1837 $51,750 $13,601 $3,500 $13,635 $3,538 $68
1838 $36,102 $8,325 $2,125 $8,372 $2,145 $60
1939 $35,784 $7,367 $1,697 $7,389 $1,800 $75
1940 $31,050 $7,990 $1,861 $8,007 $1,872 $51
1941 $31,744 $8,316 $2,086 $8,336 $2,087 $72
1942 $26,135 $6,870 $1,779 $6,875 $1,788 $82
1943 $43,218 $11,475 $3,847 $11,480 $3,303 $385
1944 $46,621 $13,086 $4,800 . $13,068 $4,812 $309
1845 $55,268 $17,325 $6,413 $17,575 $6,428 $225
1946 $79,158 $24,192 $10,013 $24,199 $10,051 $829
1947 $57,830 $17,735 $6,373 $17,872 $6,380 $747
1948 $67,238 $18,575 $7,313 $18,651 $7,329 $784
1949 $55,506 $14,548 $5,037 $14,577 $5,108 $379
1850 $65,881 $18,875 $6,176 $18,750 $6,201 $303
1951 $82,517 $22,750 $7,567 $22,860 $7,588 $668
1852 $97,836 $25,452 $8,428 $25,532 $8,480 $480
1853 $98,595 $25,374 $8,156 $25,395 $8,168 $459
1854 $125,834 $29,645 $8,484 $29,707 $8,488 $463
1855 $170,829 $41,445 $12,353 $41,681 $12,366 $553
1956 $183,434 $46,805 $13,481 $46,886 $13,524 $1,122
1957 $192,861 $47,658 $13,844 $48,509 $13,848 $925
1958 $195,083" $46,774 $13,789 $46,871 $13,816 $550
1859 $253,644 $64,221 $19,500 $64,372 $19,548 $1,804
1960 $246,202 $61,485 $19,344 $61,529 $19,385 $831
1961 $296,261 $79,058 $23,562 $79,422 $23,613 $2,455
1962 $250,433 $58,866 $18,852 $58,143 $18,968 $1,018
1963 $308,438 $71,846 $23,819 $71,971 $23,822 $296
1864 $344,033 $79,343 $25,594 $79,508 $25,595 $223
1965 $363,759 $84,479 $28,365 $84,600 $28,375 $250

Source: Center for Research in Security Prices, University of Chicago.

130 SBBI Valuation Edition 2005 Yearbook
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Table 7-3 {continued)

Size-Decile Portfolios of the NYSE/AMEX/NASDAQ

Largest and Smallest Company by Size Group

from 1966 1o 2004

Capitalization of Largest Company
{in thousands)

Capitalization of Smallest Company
(in thousands)

Date Mid-Cap Low-Cap Micro-Cap Mid-Cap Low-Cap  Micro-Cap
(Sept 30) 3-5 6-8 9-10 3-5 6-8 9-10
1966 $399,455 $99,578 $34,884 $99,835 $34,966 $381
1967 $459,170 $117,885 $42,267 $118,329 $42,313 $381
1968 $528,326  $149,261 $60,351 $150,128 $60,397 $502
1969 $517,452  $144,770 $54,273 $145,684 $54,280 $2,118
1970 $380,246 $94,025 $29,910 $94,047 $29,916 $822
1971 $542,517  $145,340 $45,571 $145,673 $45,589 $865
1872 $545,211  $139,647 $46,728 $139,710 $46,757 $1,031
1973 $424,584 $94,809 $29,601 $95,378 $29,606 $561
1974 $344,013 $75,272 $22,475 $75,853 $22,481 $444
1975 $465,763 $96,954 $28,140 $97,266 $28,144 $540
1976 $551,071  $116,184 $31,087 $116,212 $32,002 $564
1977 $573,084  $135,804 $39,192 $137,323 $39,254 $513_
1978 $572,967 $159,778 $46,621 $160,524 $46,629 $830
1979 $661,336  $174,480 $49,088 $174,517 $49,172 $948
1980 $754,562  $194,012 $48,671 $194,241 $48,953 $549
1981 $954,665  $259,028 $71,276 $261,059 $71,289 $1,4486
1982 $762,028  $205,590 $54,675 $206,536 $54,883 $1,060
1983 $1,200,680 = $352,698 $103,443 $352,944 $103,530 $2,025
1984 $1,068,972  $314,850 $90,419 $315,214 $90,659 $2,093
1985 $1,432,342  $367,413 $93,810 $368,249 $94,000 $760
1986 $1,857,621  $444,827 $109,956 $445,648 $109,975 $706
1887 $2,059,143  $467,430 $112,035 $468,948 $112,125 $1,277
1988 $1,957,926  $420,257 $94,268 $421,340 $94,302 $696
1989 $2,147,608  $480,975 $100,285 $483,623 $100,384 $96
1990 $2,164,185  $472,003 $93,627 $474,065 $93,750 $132
19e1 $2,129,863  $457,958 $87,586 $458,853 $87,733 $278
1992 $2,428,671  $500,346 $103,352 $501,050 $103,500 $510
1993 $2,711,068  $8608,520 $137,945 $608,825 $137,987 $602
1994 $2,497,073  $601,552 $149,435 $602,552 $149,532 $598
1995 $2,793,761  $653,178 $158,011 $654,019  $158,063 $89
1996 $3,150,685  $763,377 $195,188 $763,812 $195,326 $1,043
1997 $3,511,132  $818,299 $230,472 $821,028 $230,554 $480
1998 $4,216,707  $934,264 $253,329 $936,727 $253,336 $1,671
1999 $4.251,741  $875,309 $218,336 $875,582 $218,368 $1,502
2000 $4,143,902 = $840,000 $192,508 $840,730 $192,721 $1,462
2001 $5,252,063 $1,114,792 $269,275 $1,115,200 $270,391 $443
2002 $5,012,705 $1,143,845 $314,042 $1,144,452 $314,174 $501
2003 $4,794,027 $1,166,799 $330,608 $1,167,040 $330,797 $332
2004 $6,241,853 $1,607,854 $505,437 $1,607,931 $506,410 $1,393

Source: Center for Research in Security Prices, University of Chicago.

IbbotsonAssociates 131
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Table 7-4

size-Decile Portfolios of the NYSE/AMEX/NASDAQ, Summary Statistics of Annual Returns
1926-2004

Geometric Arithmetic Standard Serial

Decile Mean Mean Deviation Correlation
1-Largest 9.6% 11.4% 19.27% 0.09
2 109 13.2 22,00 0.03
3 11.3 13.8 23.81 -0.02
4 11.3 14 4 26.10 -0.02
5 11.7 15.0 26.94 ~0.02
6 11.8 15.5 27.97 0.04
7 116 187 30.17 0.01
8 118 16.7 33.65 0.04
9 12.2 177 36.77 0.05
10-Smallest 140 218 45 87 0.15
Mid-Cap, 3-5 114 142 24.90 ~0.02
L.ow-Cap, 6-8 11.8 158 29.68 0.03
Micro-Cap, 8~10 12.8 18.0 39.38 0.08
NYSE/AMEX/NASDAQ

Total Value-Weighted index 10.1 121 20.32 0.03

Source: Center for Research in Security Prices, University of Chicago.

Aspects of the Firm Size Effect

The firm size phenomenon is remarkable in several ways. First, the greater risk of small stocks does
not, in the context of the capital asset pricing model (CAPM), fully account for their higher returns
over the long term. In the CAPM, only systematic or beta risk is rewarded; small company stocks
have had returns in excess of those implied by their betas.

Second, the calendar annual return differences between small and large companies are serially
correlated. This suggests that past annual returns may be of some value in predicting future annual
returns. Such serial correlation, or autocorrelation, is practically dnknown in the market for large
stocks and in most other equity markets but is evident in the size premia.

Third, the firm, size effect is seasonal. For example, small company stocks outperformed large
company stocks in the month of January in a large majority of the years. Such predictability is sur-
prising and suspicious in light of modern capital market theory. These three aspects of the firm size
effect—long-term returns in excess of systematic risk, serial correlation, and seasonality—will be
analyzed thoroughly in the following sections.
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Graph 7-1

Size-Decile Portolios of the NYSE/AMEX/NASDAQ: Wealth Indices of Investments in Mid-, Low-, Micro- and
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Long-Term Returns in Excess of Systematic Risk

The capital asset pricing model (CAPM) does not fully account for the higher returns of small com-
pany stocks. Table 7-5 shows the returns in excess of systematic risk over the past 79 years for each
decile of the NYSE/AMEX/NASDAQ. Recall that the CAPM is expressed as follows:

k. =r+(B xERP)

Table 7-5 uses the CAPM to estimate the return in excess of the riskless rate and compares this esti-
mate to historical performance. According to the CAPM, the expected return on a security should
consist of the riskless rate plus an additional return to compensate for the systematic risk of the secu-
rity. The return in excess of the riskless rate is estimated in the context of the CAPM by multiplying
the equity risk premium by B (beta). The equity risk premium is the return that compensates investors
for taking on risk equal to the risk of the market as a whole (systematic risk).” Beta measures the
extent to which a security or portfolio is exposed to systematic risk.> The beta of each decile indi-
cates the degree to which the decile’s return moves with that of the overall market.

A beta greater than one indicates that the security or portfolio has greater systematic risk than
the market; according to the CAPM equation, investors are compensated for taking on this additional
risk. Yet, Table 7-5 illustrates that the smaller deciles have had returns that are not fully explainable
by their higher betas. This return in excess of that predicted by CAPM increases as one moves from
the largest companies in decile 1 to the smallest in decile 10. The excess return is especially pro-
nounced for micro-cap stocks (deciles 9-10). This size-related phenomenon has prompted 2 revision
to the CAPM, which includes a size premium. Chapter 4 presents this modified CAPM theory and
its application in more detail.

This phenomenon can also be viewed graphically, as depicted in the Graph 7-2. The security
market line is based on the pure CAPM without adjustment for the size premium. Based on the risk
(or beta) of a security, the expected return lies on the security market line. However, the actual his-
toric returns for the smaller deciles of the NYSE/AMEX/NASDAQ lie above the line, indicating that
these deciles have had returns in excess of that which is appropriate for their systematic risk.

2 The equity risk premium is estimated by the 79-year arithmetic mean return on large company stocks, 12.39 percent, less
the 79-year arithmetic mean income-return component of 20-year government bonds as the historical riskless rate, in this
case §5.22 percent. (It is appropriate, however, to match the maturity, or duration, of the riskless asset with the investment
horizon.) See Chapter 5 for more detail on equity risk premium estimation.

3 Historical betas were calculated using a simple regression of the monthly portfolio {decile) total returns in excess of the
30-day U.S. Treasury bill total rerurns versus the S&P 500 total returns in excess of the 30-day U.S. Treasury bill,
January 1926-December 2004. See Chapter 6 for more detail on beta estirnation.
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Table 7-5
Long-Term Returns in Excess of CAPM Estimation for Decile Portfolios of the NYSE/AMEX/NASDAQ
1926-2004
Realized Estimated  Size Premium
Arithmetic Return in Return in (Return in
Mean Excess of Excess of Excess of
Decile Beta* Return Riskless Rate™ Riskless Ratet CAPM) *
1-Largest 0.81 11.39% 6.16% 6.53% -0.37%
2 1.04 13.24% 8.02% 7 .42% 0.60%
3 1.10 13.84% 8.62% 7 86% 0.75%
4 118 14.38% 9.15% 8.08% 1.07%
5 1.16 14.96% 9.74% 8.30% 1.44%
6 1.18 15.46% 10.23% 8.48% 1.75%
7 1.23 15.67% 10.45% 883% 1.61%
8 128 16.74% 11.51% 9.15% 2.36%
9 1.34 17.711% 12.48% 9.62% 2.86%
10-Smallest 141 2177% 16.54% 10.14% 6.41%
Mid-Cap, 3-5 1.12 14 18% 8.96% 801% 0.95%
Low-Cap, 6-8 122 15.76% 10.54% 8.73% 1.81%
Micro-Cap, 9-10 1.36 18.97% 13.74% 972% 4.02%

“Betas are estimated from monthly portfoli

500 total returns in excess of the 30-day U S. Treasury bill, January 1926-December 2004.

o total returns in excess of the 30-day U.S. Treasury bill total return versus the S&P

~Historical riskless rate is measured by the 79-year arithmetic mean income return component of 20-year government bonds

(5.22 percent).

+Calculated in the context of the CAPM by multiplying the equity risk premium by beta. The equity risk premium is estimated by

the arithmetic mean total return of the S&P 500 (12.
government bonds (5.22 percent) from 1826-2004.

39 percent) minus the arithmetic mean

income return component of 20-year

Graph 7-2
Security Market Line versus Size-Decile Portfolios of the NYSE/AMEX/NASDAQ
1926-2004
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Further Analysis of the 10th Decile

The size premia presented thus far do a great deal to explain the return due solely to size in publicly
traded companies. However, by splitting the 10th decile into two size groupings we can get a closer
look at the smallest companies. This magnification of the smallest companies will demonstrate
whether the company size to size premia relationship continues to hold true.

As previously discussed, the method for determining the size groupings for size premia analysis
was to take the stocks traded on the NYSE and break them up into 10 deciles, after which stocks
traded on the AMEX and NASDAQ were allocated into the same size groupings. This same method-
ology was used to split the 10th decile into two parts: 102 and 10b, with 10b being the smaller of
the two. This is equivalent to breaking the stocks down into 20 size groupings, with portfolios 19
and 20 representing 10a and 10b.

Table 7-7 shows that the pattern continues; as companies get smaller their size premium increas-
es. There is a noticeable increase in size premium from 10a to 10b, which can also be demonstrated
visually in Graph 7-3. This can be nseful in valuing companies that are extremely small. Table 7-6
presents the size, composition, and breakpoints of deciles 10a and 10b. First, the recent number of
companies and total decile market capitalization are presented. Then the largest company and its
market capitalization are presented.

Breaking the smallest decile down lowers the significance of the results compared to results for
the 10th decile taken as a whole; however. The same holds true for comparing the 10th decile with
the Micro-Cap aggregation of the 9th and 10th deciles. The more stocks included in a sample the
more significance can be placed on the results. While this is not as much of a factor with the recent
years of data, these size premia are constructed with data back to 1926. By breaking the 10th decile
down into smaller components we have cut the number of stocks included in each grouping. The
change over time of the number of stocks included in the 10th decile for the NYSE/AMEX/NASDAQ
is presented in Table 7-8. With fewer stocks included in the analysis early on, there is a strong pos-
sibility that just a few stocks can dominate the returns for those early years.

While the number of companies included in the 10th decile for the early years of our analysis
is low, it is not too low to still draw meaningful results even when broken down into subdivisions
10a and 10b. All things considered, size premia developed for deciles 10a and 10b are significant and
can be used in cost of capital analysis. These size premia should gréatly enhance the development of
cost of capital analysis for very small companies.

v

Table 7-6

size-Decile Portiolios 10a and 10b of the NYSE/AMEX/NASDAQ,
Largest Company and lts Market Capitalization
Septemnber 30, 2004

Recent Decile Market Capitalization
Recent Number Market Capitalization of Largest Company Company
Decile of Companies {in thousands) {in thousands) Name
10a 532 $98,581,341 $262,725 Mastec Inc
10b 1,261 $83,633,880 $143,916 Rex Siores Corp.

Note: These numbers may not aggregate to equal decile 10 figures.
Source: Center for Research in Security Prices, University of Chicago.
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Table 7-7

Long-Term Returns in Excess of CAPM Estimation for Decile Portfolios of the
NYSE/AMEX/NASDAQ, with 10th Decile Split

1926-2004
Realized Estimated Size Premium
Arithmetic Return in Return in {Return in
Mean Excess of Excess of Exces$ of
Beta* Return Riskiess Rate** Riskless Ratef CAPM)
1-Largest 0.81 11 .39% 6.16% 6.53% -0.37%
2 1.04 13.24% 802% 7.42% 0.60%
3 1.10 13.84% 862% 7.86% 0.75%
4 113 14.38% 9.15% 8.08% 1.07%
5 1.16 14.96% 9.74% 8.30% 1.44%
6 1.18 15.46% 10.23% 8.48% 1.75%
7 1.23 15.67% 10.45% 8.83% 161%
8 1.28 16 74% 11.51% 9.18% 2.36%
9 1.34 17.71% 12.48% 9.62% 2.86%
10a 142 19.95% 14.73% 10.19% 4.54%
10b-Smallest 1.39 25.13% 19.80% 10.00% 9 90%
Mid-Cap, 3-5 112 14.19% 8 96% 8.01% 0.95%
Low-Cap, 6-8 1.22 15.76% 10.54% 8.73% 1.81%
Micro-Cap, 9-10 1.36 18.97% 13.74% 9.72% 4.02%

“Betas are estimated from monthly portfolio total returns in excess of the 30-day U.S. Treasury bill total return versus the S&P

500 total returns in excess of the 30-day U.S. Treasury bill, January 1926-December 2004,

**Historical riskless rate is measured by the 79-year arithmetic mean income return component of 20-year government bonds

(5.22 percent).

+Calculated in the context of the CAPM by multiplying the equity risk premium by beta. The equity risk premium is estimated by
the arithmetic mean total return of the S&P 500 (12.39 percent) minus the arithmetic mean income return component of 20-year

government bonds (5.22 percent) from 1926-2004.

Graph 7-3
Security Market Line versus Size-Decile Portfolios of the NYSE/AMEX/NASDAQ, with 10th Decile Split
1926-2004
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Table 7-8

Historical Number of Companies for NYSE/AMEX/NASDAQ Decile 10
Sept. Number of Companies
1926 52°
1930 72
1940 78
1850 100
1960 109
1970 865
1980 685
1980 1,814
2000 1,827
2004 1,782

*The fewest number of companies was 49 in March, 1826

Source: Center for Research in Security Prices, University of Chicago.

Alternative Methods of Calculating the Size Premia

The size premia estimation method presented above makes several assumptions with respect to the
market benchmark and the measurement of beta. The impact of these assumptions can best be exam-
ined by looking at some alternatives. In this section we will examine the impact on the size premia
of using a different market benchmark for estimating the equity risk premia and beta. We will also
examine the effect on the size premia study of using sum beta or an annual beta.*

Changing the Market Benchmark

In the original size premia study, the S&P 500 is used as the market benchmark in the calculation of
the realized historical equity risk premium and of each size group’s beta. The NYSE total value-
weighted index is a common alternative market benchmark used to calculate beta. Table 7-9 uses this
market benchmark in the calculation of beta. In order to isolate the size effect, we require an equity
risk premium based on a large company stock benchmark. The NYSE deciles 1-2 large company
index offers a mutually exclusive set of portfolios for the analysis'of the smaller company groups:
mid-cap deciles 3-5, low-cap deciles 6-8, and micro-cap deciles 9-10. The size premia analyses using
these benchmarks are summarized in Table 7-9 and depicted graphically in Graph 7-4.

For the entire period analyzed, 1926-2004, the betas obtained using the NYSE total value-
weighted index are higher than those obtained using the S&P 500. Since smaller companies had
higher betas using the NYSE benchmark, one would expect the size premia to shrink. However, as
was illustrated in Chapter 5, the equity risk premium calculated using the NYSE deciles 1-2 bench-
mark results in a value of 6.40, as opposed to 7.17 when using the S&P 500. The effect of the
higher betas and lower equity risk premium cancel each other out, and the resulting size premia in
Table 7-9 are slightly higher than those resulting from the original study.

4 Sum beta is the method of beta estimation described in Chapter 6 that was developed to better account for the lagged
reaction of small stocks to market movements, The sum beta methodology was developed for the same reason that the
size premia were developed; small company betas were too small to account for all of their excess returns.
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Utilities

The utilities rating methodology encompasses twa basic
components: business risk analysis and financial analysis.
Evaluation of industry characteristics, the utility’s position
within that industry, its regulation, and its management
provides the context for assessing a firm’s financial condi-
tion.

Historical analysis is a tool for identifying strengths and
weaknesses, and provides a starting point for evaluating
financial condition. Business position assessment is the
qualitative measure of a utility’s fundamental creditwor-
thiness. It focuses on the forces that will shape the utilities’
future.

The credit analysis of utilities is quickly evolving, as
utilities are treated less as regulated monopolies and more
as entities faced with a host of challengers in a competitive
environment. Marketplace dynamics are supplanting the
power of regulation, making it critically important to re-
duce costs and/or market new services in order to thwart
competitors’ inroads.

Markets and service area economy

Assessing service territory begins with the economic and
demographic evaluation of the area in which the utility has
its franchise. Strength of long-term demand for the product
is examined from a macroeconomic perspective. This en-
ables Standard & Poor’s to evaluate the affordability of
rates and the staying power of demand.

Standard & Poor’s tries to discern any secular consump-
tion trends and, more importantly, the reasons for them.
Specific items examined include the size and growth rate
of the market, strength of the franchise, historical and
projected sales growth, income levels and trends in popu-
lation, employment, and per capita income. A utility with
a healthy economy and customer base—as illustrated by
diverse employment opportunities, average or above-av-
erage wealth and income statistics, and low unemploy-

ment—will have a greater capacity to support its opera-
tions.

For electric and gas utilities, distribution by customer
class is scrutinized to assess the depth and diversity of the
utility’s customer mix. For example, heavy industrial con-
centration is viewed cautiously, since a utility may have
significant exposure to cyclical volatility. Alternatively, a
large residential component yields a stable and more pre-
dictable revenue stream. The largest utility customers are
identified to determine their importance to the bottomline
and assess the risk of their loss and potential adverse effect
on the utility’s financial position. Credit concerns arise
when individual customers represent more than 5% of
revenues. The company or industry may play a significant
role in the overall economic base of the service area. More-
over, large customers may turn to cogeneration or alterna-
tive power supplies to meet their energy needs, potentially
leading to reduced cash flow for the utility (even in cases
where a large customer pays discounted rates and is not a
profitable account for the utility). Customer concentration
is less significant for water and telecommunication utili-
ties.

Competitive position
As competitive pressures have intensified in the utilities

industry, Standard & Poor’s analysis has deepened to in-
clude a more thorough review of competitive position.

Electric utility competition

For electric utilities, competitive factors examined in-
clude: percentage of firm wholesale revenues that are most
vulnerable to competition; industrial load concentration;
exposure of key customers to alternative suppliers; com-
mercial concentrations; rates for various customer classes;
rate design and flexibility; production costs, both marginal
and fixed; theregional capacity situation; and transmission
constraints. A regional focus is evident, but high costs and
rates relative to national averages are also of significant
concern because of the potential for electricity substitutes
over time.

Mounting competition in the electric utility industry
derives from excess generating capacity, lower barriers to
entering the electric generating business, and marginal
costs that are below embedded costs. Standard & Poor’s
has already witnessed declining prices in wholesale mar-
kets, as de facto retail competition is already being seen in
several parts of the country. Standard & Poor’s believes
that over the coming years more and more customers will
want and demand lower prices. Initial concerns focus on
the largest industrial loads, but other customer classes will
be increasingly vulnerable. Competition will not necessar-
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ily be driven by legislation. Other pressures will arise from
global competition and improving technologies, whether
it be the declining cost of incremental generation or ad-
vances in transmission capacity or substitute energy
sources like the fuel cell. It is impossible to say precisely
when wide-open retail competition will occur; this will be
evolutionary. However, significantly greater competition
in retail markets is inevitable.

Gas utility competition

Similarly, gas utilities are analyzed with regard to their
competitive standing in the three major areas of demand:
residential, commercial, and industrial. Although regu-
lated as holders of monopoly power, natural gas utilities
have for some time been actively comnpeting for energy
market share with fuel oil, electricity, coal, solar, wood, etc.
The long-term staying power of market demand for natu-
ral gas cannot be taken for granted. In fact, as the electric
utility industry restructures and reduces costs, electric
power will become more cost competitive and threaten
certain gas markets. In addition, independent gas market-
ers have made greater inroads behind the city gate and are
competing for large gas users. Moreover, the recent trend
by state regulators to unbundle utility services is creating
opportunities for outsiders to market niche products. Dis-
tributors still have the upper hand, but those who do not
reduce and control costs, and thus rates, could find com-
petition even more difficuit.

Natural gas pipelines are judged to carry a somewhat
higher business risk than distribution companies because
they face competition in every one of their markets. To the
extent a pipeline serves utilities versusindustrial end users,
its stability is greater. Over the next five years, pipeline
competition will heat up since many service contracts with
customers are expiring. Most distributor or end-use cus-
tomers are looking to reduce pipeline costs and are work-
ing to improve their load factor to do so. Thus, pipelines
will likely find it difficult to recontract all capacity in
coming years. Being the pipeline of choice is a function of
attractive transportation rates, diversity and quality of
services provided, and capacity availablein each particular
market. In all cases though, periodic discounting of rates
to retain customers will occur and put pressure on profit-
ability.

Water utility competition

Asthe last true utility monopoly, water utilities face very
little competition and there is currently no challenge to the
continuation of franchise areas. The only exceptions have
been cases where investor-owned water companies have
been subject to condemnation and municipalization be-
cause of poor service or political motivations. In that re-
gard, Standard & Poor’s pays close attention to costs and
rates in relation to neighboring utilities and national aver-
ages. {Incontrast, the privatization of public water facilities
has begun, albeit at a slower pace than anticipated. This is
occurring mostly in the form of operating contracts and
public/private partnerships, and not in asset transfers.
This trend should continue as cities look for ways to bal-
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ance their tight budgets.) Also, water utilities are not fully
immune to the forces of competition; in a few instances
wholesale customers can access more than one supplier.

Telephone competition

The Telecommunications Act of 1996 accelerates the con-
tinuing challenge to the local exchange companies’ (LECs)
century-old monopoly in the local loop. Competitive ac-
cess providers (CAPs), both facilities-based and resellers,
are aggressively pursuing customers, generally targeting
metropolitan areas, and promising lower rates and better
service,

Most long-distance calls are still originated and termi-
nated on the local telephone company network. To com-
plete such a call, the long-distance provider (including
AT&T, MCI, Sprint and a host of smaller interexchange
carriers or “IXCs”) must pay the local telephone company
a steep “access” fee to compensate the local phone com-
pany for the use of its local network. CAPs, in contrast,
build or lease facilities that directly connect customers to
their long-distance carrier, bypassing the local telephone
company and avoiding access fees, and thereby can offer
lower long-distance rates. But the LECs are not standing
still; they are combating the loss of business to CAPs by
lowering access fees, thereby reducing the economicincen-
tive for a high usage long-distance customer to use a CAP.
LECs are attempting to make up for the loss of revenues
from lower access fees by increasing basic local service
rates (or at least not lowering them), since basic service is
far less subject to competition. LECs are improving oper-
ating efficlency and marketing high margin, value-added
new services. Additionally, in the wake of the Telecommu-
nications Act, LECs will capture at least some of the inter-
LATA long-distance market. As aresult of these initiatives,
LECs continue to rebuild themselves—from the traditional
utility monopoly to leaner, more marketing oriented or-
ganizations. 7

While LECs, and indeed all segments of the telecommu-
nications sector, face increasing competition, there are fa-
vorable industry factors that tend to offset heightened
business risk and auger for overall ratings stability for most
LECs. Importantly, telecommunications is a declining-cost
business. With increased deployment of fiber optics, the
cost of transport has fallen dramatically and digital switch-
ing hardware and software have yielded more capable,
trouble-free and cost-efficient networks. As a result, the
cost of network maintenance has dropped sharply, as illus-
trated by the ratio of employees per 10,000 access lines, an
oft cited measurement of efficiency. Ratios as low as 25
employees per 10,000 lines are being seen, down from the
typical 40 or more employees per 10,000 ratio of only a few
years ago.

In addition, networks are far more capable. They are
increasingly digitally switched and able to accommodate
high-speed communications. The infrastructure needed to
accommodate switched broadband services will be built
into telephone networks over the next few years. These
advanced networks will enable telephone companies to
look to a greater variety of high-margin, value-added serv-
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ices. In addition to those current services such as call
waiting or caller ID, the delivery of hundreds of broadcast
and interactive video channels will be possible. While these
services offer the potential of new revenue streams, they
will simultaneously present a formidable challenge. LECs
will be entering the new (to themn) arena of multimedia
entertainment and will have to develop expertise in mar-
keting and entertainment programming acumen; such
skills stand in sharp contrast to LECs’ traditional strengths
in engineering and customer service.

Operations

Standard & Poor’s focuses on the nature of operations
from the perspective of cost, reliability, and quality of
service. Here, emphasis is placed on those areas that re-
quire management attentionin terms of time or money and
which, if unresolved, may lead to political, regulatory, or
competitive problems.

Operations of electric utilities

For electrics, the status of utility plant investment is
reviewed with regard to generating plant availability and
utilization, and also for compliance with existing and con-
templated environmental and other regulatory standards.
The record of plant outages, equivalent availability, load
factors, heat rates, and capacity factors are examined. Also
important is efficiency, as defined by total megawatt hour
per employee and customers per employee. Transmission
interconnections are evaluated in terms of the number of
utilities to which the utility in question has access, the cost
structures and available generating capacity of these other
utilities, and the price paid for wholesale power.

Because of mounting competition and the substantial
escalation in decommissioning estimates, significant
weight is given to the operation of nuclear facilities. Nu-
clear plantsare becoming more vulnerable to high produc-
tion costs that make their rates uneconomic. Significant
asset concentration may expose the utility to poor perform-
ance, unscheduled outages or premature shutdowns, and
large deferrals or regulatory assets that may need to be
written off for the utility to remain competitive. Also,
nuclear facilities tend to represent significant portions of
their operators’ generating capability and assets. The loss
of a productive nuclear unit from both power supply and
rate base can interrupt the revenue stream and create sub-
stantial additional costs for repairs and improvements and
replacement power. The ability to keep these stations run-
ning smoothly and economically directly influences the
ability to meet electric demand, the stability of revenues
and costs, and, by extension, the ability to maintain ade-
quate creditworthiness. Thus, economic operation, safe
operation, and long-term operation are examined in depth.
Specifically, emphasis is placed on operation and mainte-
nance costs, busbar costs, fuel costs, refueling outages,
forced outages, plant statistics, NRC evaluations, the po-
tential need for repairs, operating licenses, decommission-
ing estimates and amounts held in external trusts, spent
fuel storage capacity, and management's nuclear experi-

ence. In essence, favorable nuclear operations offer signifi-
cant opportunities but, if a nuclear unit runs poorly or not
at all, the attendant risks can be great.

Operations of gas utilities

For gas pipeline and distribution companies, the degree
of plant utilization, the physical condition of the mains and
Hlnes, adequacy of storage to meet seasonal needs, “lostand
unaccounted for” gas levels, and per-unit nongas operat-
ing and construction costs are important factors. Efficlency
statistics such as load factor, operating costs per customer,
and operating income per employee are also evaluated in
comparison to other utilities and the industry as a whole.

Operations of water utilities

As a group, water utilities are continually upgrading
their physical plant to satisfy regulations and to develop
additional supply. Over the next decade, water systems
will increasingly face the task of maintaining compliance,
as drinking water regulations change and infrastructure
ages. Given that the Safe Drinking Water Act was author-
ized in 1974, the first generation of treatment plants built
to conform with these rules are almost 20 years old. Addi-
tionally, because the focus during this period was on sat-
isfying environmental standards, deferred maintenance of
distribution systems has been common, especially in older
urban areas. The increasing cost of supplying treated water
argues against the high level of unaccounted for water
witnessed in the industry. Consequently, Standard &
Poor’s anticipates capital plans for rebuilding distribution
lines and major renewal and replacement efforts aimed at
treatment plants.

Operations of telephone companies

For télephone companies, cost-of-service analysis fo-
cuses on plant capability and measures of efficlency and
quality of service. Plant capability is ascertained by looking
at such parameters as percentage of digitally switched
lines; fiber optic deployment, in particular in those por-
tions of the plant key to network survival; and the degree
of broadband capacity fiber and coaxial deployment and
broadband switching capacity. Efficiency measures in-
clude operating margins, the ratio of employees per 10,000
access lines, and the extent of network and operations
consolidation. Quality of service encompasses examina-
tion of quantitative measures, such as trouble reports and
repeat service calls, as well as an assessment of qualitative
factors, that may include service quality goals mandated
by regulators.

Regulation

Regulatory rate-setting actions are reviewed on a case-
by-case basis with regard to the potential effect on credit-
worthiness. Regulators’ authorizing high rates of return is
of little value unless the returns are earnable. Furthermore,
allowing high returns based on noncash items does not
benefit bondholders. Also, to be viewed positively, regula-
tory treatment should allow consistent performance from
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period to period, given the importance of financial stability
as a rating consideration.

The utility group meets frequently with commission and
staff members, both at Standard & Poor’s offices and at
commission headquarters, demonstrating the importance
Standard & Poor’s places on the regulatory arena for credit
quality evaluation. Input from these meetings and from
review of rate orders and their impact weigh heavily in
Standard & Poor's analysis.

Standard & Poor’s does not “rate” regulatory commis-
sions. State commissions typically regulate a number of
diverse industries, and regulatory approaches to different
types of companies often differ within a single regulatory
jurisdiction. This makes it all but impossible to develop
inclusive “ratings” for regulators.

Standard & Poor’s evaluation of regulation also encom-
passes the administrative, judicial, and legislative proc-
esses involved in state and federal regulation. These can
affect rate-setting activities and other aspects of the busi-
ness, such as competitive entry, environmental and safety
rules, facility siting, and securities sales.

As the utility industry faces an increasingly deregulated
environment, alternatives to traditional rate-making are
becoming more critical to the ability of utilities to effec-
tively compete, maintain earnings power, and sustain
creditor protection. Thus, Standard & Poor’s focuses on
whether regulators, both state and federal, will help or
hinder utilities as they are exposed to greater competition.
There is much that regulators can do, from allocating costs
to more captive customers to allowing pricing flexibil-
ity—and sometimes just stepping out of the way.

Under traditional rate-making, rates and earnings are
tied to the amount of invested capital and the cost of
capital. This can sometimes reward companies more for
justifying costs than for containing them. Moreover, most
current regulatory policies do not permit utilities to be
flexible when responding to competitive pressures of a
deregulated market. Lack of flexible tariffs for electric utili-
ties may lure large customers to wheel cheaper power from
other sources.

In general, a regulatory jurisdiction is viewed favorably
if it permits earning a return based on the ability to sustain
rates at competitive levels. In addition to performance-
based rewards or penalties, flexible plans could include
market-based rates, price caps, index-based prices, and
rates premised on the value of customer service. Such rates
more closely mirror the competitive environment that utili-
ties are confronting.

Electric industry regulation

The ability to enter into long-term arrangements at ne-
gotiated rates without having to seek regulatory approval
for each contract is also important in the electric industry.
(While contracting at reduced rates constrains financial
performance, it lessens the potential adverse impact in the
event of retail wheeling. Since revenue losses associated
with this strategy are not likely to be recovered from rate-
payers, utilities must control costs well enough to remain
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competitive if they are to sustain current levels of bond-
holder protection.)

Natural gas industry regulation

Inthe gas industry, too, several state commission policies
weigh heavily in the evaluation of regulatory support.
Examples include stabilization mechanisms to adjust reve-
nues for changes in weather or the economy, rate and
service unbundling decisions, revenue and cost allocation
between sales and transportation customers, flexible in-
dustrial rates, and the general supportiveness of construc-
tion costs and gas purchases.

Water industry regulation

In all water utility activities, federal and state environ-
mental regulations continue to play a critical role. The
legislative timetable to effect the 1986 amendments to the
Safe Drinking Water Act of 1974 was quite aggressive. But
environmental standards-setting has actually slowed over
the past couple of years due largely to increasing sentiment
that the stringent, costly standards have not been justified
on the basis of public health. A moratorium on the prom-
ulgation of significant new environmental rules is antici-
pated.

Telecommunications industry regulation

Despite the advances in telecommunications deregula-
tion, analysis of regulation of telephone operators will
continue to be a key rating determinant for the foreseeable
future. The method of regulation may be either classic
rate-based rate of return or some form of price cap mecha-
nism. The most important factor is to assess whether the
regulatory framework—no matter which type—provides
sufficient financial incentive to encourage the rated com-
pany to maintain its quality of service and to upgrade its
plant to accommodate new services while facing increasing
competition from wireless operators and cable television
companies.

Where regulators do still set tariffs based on an author-
ized return, Standard & Poor’s strives to explore with
regulators their view of the rate-of-return components that
canmaterially impact reported versus regulatory earnings.
Specifically these include the allowable base upon which
the authorized return can be earned, allowable expenses,
and the authorized return. Since regulatory oversight runs
the gamut from strict, adversarial relationships with the
regulated operating companies to highly supportive pos-
tures, Standard & Poor’s probes beyond the apparent regu-
latory environment to ascertain the actual impact of
regulation on the rated company.

Management

Evaluating the management of a utility is of paramount
importance to the analytical process since management’s
abilities and decisions affect all areas of a company’s op-
erations. While regulation, the economy, and other outside
factors can influence results, it is ultimately the quality of
management that determines the success of a2 cornpany.
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With emerging competition, utility management will be
more closely scrutinized by Standard & Poor’s and will
become an increasingly critical component of the credit
evaluation. Management strategies can be the key determi-
nant in differentiating utilities and in establishing where
companies lie on the business position spectrum. It is
imperative that managements be adaptable, aggressive,
and proactive if their utilities are to be viable in the future;
this is especially important for utilities that are currently
uncompetitive.

The assessment of management is accomplished through
meetings, conversations, and reviews of company plans. It
is based on such factors as tenure, industry experience,
grasp of industry issues, knowledge of customersand their
needs, knowledge of competitors, accounting and financ-
ing practices, and commitment to credit quality. Manage-
ment’s ability and willingness to develop workable
strategies to address their systems’ needs, to deal with the
competitive pressures of free market, to execute reasonable
and effective long-term plans, and to be proactive in lead-
ing their utilities into the future are assessed. Management
quality is also indicated by thoughtful balancing of public
and private priorities, a record of credibility, and effective
communication with the public, regulatory bodies, and the
financial community. Boards of directors will receive ever
more attention with respect to their role in setting appro-
priate management incentives.

With competition the watchword, Standard & Poor’s
also focuses on management’s efforts to enhance financial
condition. Management can bolster bondholder protection
by taking any number of discretionary actions, such as
selling common equity, lowering the common dividend
payout, and paying down debt. Also important for the
electric industry will be creativity in entering into strategic
alliances and working partnerships that improve effi-
ciency, such as central dispatching for a number of utilities
or locking up at-risk customers through long-term con-
tracts or expanded flexible pricing agreements. Proactive
management teams will also seek alternatives to tradi-
tional rate-base, rate-of-return rate-making, move to adopt
higher depreciation rates for generating facilities, segment
customers by individual market preferences, and attempt
to create superior service organizations.

In general, management’s ability to respond to mounting
competition and changes in the utility industry in a swift
and appropriate manner will be necessary to maintain
credit health.

Fuel, power, and water supply

Assessment of present and prospective fuel and power
supply is critical to every electric utility analysis, while
gauging the long-term natural gas supply position for gas
pipeline and distribution companies and the water re-
sources of a water utility is equally important. There is no
similar analytical category for telephone utilities.

Electric utilities
For electric utilities emphasis is placed on generating

reserve margins, fuel mix, fuel contract terms, demand-
side management techniques, and purchased power ar-
rangements. The adequacy of generating margins is
examined nationally, regionally, and for each individual
company. However, the reserve margin picture is mud-
died by the imprecise nature of peak-load growth forecast-
ing, and also supply uncertainty relating to such things as
Canadian capacity availability and potential plant shut-
downs due to age, new NRC rules, acid rain remedies, fuel
shortages, problems associated with nontraditional tech-
nologies, and so forth. Even apparently arnple reserves
may not be what they seem. Moreover, the quality of
capacity is just as important as the size of reserves. Com-
panies’ reserve requirements differ, depending upon indi-
vidual operating characteristics.

Fuel diversity provides flexibility in a changing environ-
ment. Supply disruptions and price hikes can raise rates
and ignite political and regulatory pressures that ulti-
mately lead to erosion in financial performance. Thus, the
ability to alter generating sources and take advantage of
lower cost fuels is viewed favorably.

Dependence on any single fuel means exposure to that
fuel’s problems: electric utilities that rely on oil or gas face
the potential for shortages and rapid price increases; utili-
ties that own nuclear generating facilities face escalating
costs for decommissioning; and coal-fired capacity entails
environmental problems stemming from concerns over
acid rain and the "greenhouse effect.”

Buying power from neighboring utilities, qualifying fa-
cility projects, or independent power producers may be the
best choice for a utility that faces increasing electricity
demand. There has been a growing reliance on purchased
power arrangements as an alternative to new plant con-
struction. This can be an important advantage, since the
purchasing utility avoids potential construction cost over-
runs as well as risking substantial capital. Also, utilities can
avoid the financial risks typical of a multiyear construction
program that are caused by regulatory lag and prudence
reviews. Furthermore, purchased power may enhance
supply flexibility, fuel resource diversity, and maximize
load factors. Utilities that plan to meet dernand projections
with a portfolio of supply-side options also may be better
able to adapt to future growth uncertainties. Notwith-
standing the benefits of purchasing, such a strategy has
risks associated with it. By entering into a firm long-term
purchased power contract that contains a fixed-cost com-
ponent, utilities can incur substantial market, operating,
regulatory, and financial risks. Moreover, regulatory treat-
ment of purchased power removes any upside potential
that might help offset the risks. Utilitles are not compen-
sated through incentive rate-making: rather, purchased
power is recovered dollar-for-dollar as an operating ex-
pense.

To analyze the financial impact of purchased power,
Standard & Poor’s first calculates the net present value of
future annual capacity payments (discounted at 10%). This
represents a potential debt equivalent—the off-balance-
sheet obligation that a utility incurs when it enters into a
long-term purchased power contract. However, Standard
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& Poor's adds to the utility’s balance sheet only a portion
of this amount, recognizing that such a contractual ar-
rangement is not entirely the equivalent of debt. What
percentage is added is a function of Standard & Poor’s
qualitative analysis of the specific contract and the extent
to which market, operating, and regulatory risks are borne
by the utility (the risk factor). For unconditional, take-or-
pay contracts, the risk factor range is from 40%-80%, with
the average hovering around 60%. A lower risk factor is
typically assigned for system purchases from coal-fired
utilities and a higher risk factor is usually designated for
unit-specific nuclear purchases. The range for take-and-
pay performance obligations is between 10%-50%.

Gas utilities

For gas distribution utilities, long-term supply adequacy
obviously is critical, but the supply role has become even
more important in credit analysis since the Federal Energy
Regulatory Commission’s Order 636 eliminated the inter-
state pipeline merchant business. This thrust gas supply
responsibilities squarely on local gas distributors. Stand-
ard & Poor’s has always believed distributor management
has the expertise and wherewithal to perform the job well,
but the risks are significant since gas costs are such a large
percentage of total utility costs. In that regard, it is impor-
tant for utilities to get preapprovals of supply plansby state
regulators or at least keep the staff and commissionerswell
informed. To minimize risks, a well-run program would
diversify gas sources among different producers or mar-
keters, different gas basins in the U.S. and Canada, and
different pipeline routes. Also, purchase contracts should
be firm, with minimal take-or-pay provisions, and have
prices tied to an industry index. A modest percentage of
fixed-price gas is not unreasonable. Contracts, whether of
gas purchases or pipeline capacity, should be intermediate
term. Staggering contract expirations (preferably annu-
ally) provides an opportunity tobe an active market player.
A modest degree of reliance on spot purchases provides
flexibility, as does the use of market-based storage. Gas
storage and on-property gas resources such as liquefied
natural gas or propane air are effective peak-day and peak-
season supply management tools.

Since pipeline companies no longer buy and sell natural
gas and are just common carriers, connections with varied
reserve basins and many wells within those basins are of
great importance. Diversity of sources helps offset the risks
arising from the natural production declines eventually
experienced by all reserve basins and individual wells.
Moreover, such diversity can enhance a pipeline’s attrac-
tiveness as a transporter of natural gas to distributors and
end users seeking to buy the most economical gasavailable
for their needs.

Water utilities

Nearly all water systems throughout the U.S. have ample
long-term water supplies. Yet to gain comfort, Standard &
Poor's assesses the production capability of treatment
plants and the ability to pump water from underground
aquifersin relation to the usage demands from consumers.
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Having adequate treated water storage facilities has be-
come important in recent years and has helped many
systems meet demands during peak summer periods. Of
interest is whether the resources are owned by the utility
or purchased from other utilities or local authorities. Own-
ing properties with water rights provides more supply
security. This is especially so in states like California where
water allocations are being reduced, particularly since re-
cent droughts and environmental issues have created
alarm. Since the primary cost for water companies is treat-
ment, it makeslittle difference whether raw water isowned
or bought. In fact, compliance with federal and state water
regulations is very high, and the overall cost to deliver
treated water to consumers remains relatively affordable.

Asset concentration in the electric
utility industry

In the electric industry, Standard & Poor’s follows the
operations of major generating facilities to assess if they are
well managed or troubled. Significant dependence on one
generating facility or a large financial investment in a
single asset suggests high risk. The size or magnitude of a
particular asset relative to total generation, net plant in
service, and common equity is evaluated. Where substan-
tial asset concentration exists, the financial profile of a
company may experience wide swings depending on the
asset’s performance. Heavy asset concentration is most
prevalent among utilities with costly nuclear units.

Earnings protection

In this category, pretax cash income coverage of all inter-
est charges is the primary ratio. For this calculation, allow-
ance for funds used during construction (AFUDC) is
removed from income and interest expense. AFUDC and
other such noncash items do not provide any protection for
bondholders. To identify total interest expense, the analyst
reclassifies certain operating expenses. The interest com-
ponent of varfous off-balance-sheet obligations, such as
leases and some purchased-power contracts, isincluded in
interest expense. This provides the most direct indication
of a utility’s ability to service its debt burden.

While considerable emphasis in assessing credit protec-
tion is placed on coverage ratios, this measure does not
provide the entire earnings protection picture. Also impor-
tant are a company's earned returns on both equity and
capital, measures that highlight a firm’s earnings perform-
ance. Consideration is given to the interaction of embed-
ded costs, financial leverage, and pretax return on capital.

Capital structure

Analyzing debt leverage goes beyond the balance sheet
and covers quasi-debt items and elements of hidden finan-
cial leverage. Noncapitalized leases (including sale/lease-
back obligations}, debt guarantees, receivables financing,
and purchased-power contracts are all considered debt
equivalents and are reflected as debt in calculating capital
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structure ratios. By making debt level adjustments, the
analyst can compare the degree of leverage used by each
utility company.

Furthermore, assets are examined to identify underval-
ued or overvalued items. Assets of questionable value are
discounted to more accurately evaluate asset protection.

Some firms use short-term debt as a permanent plece of
their capital structure. Short-term debt also is considered
part of permanent capital when it is used as a bridge to
permanent financing. Seasonal, self-liquidating debt is ex-
cluded from the permanent debt amount, but this situation
is rare—with the exception of certain gas utilities. Given
the long life of almost all utility assets, short-termdebt may
expose these companies to interest-rate volatility, remar-
keting risk, bank line backup risk, and regulatory exposure
that cannot be readily offset. The lower cost of shorter-term
obligations (assuming a positively sloped yield curve) is a
positive factor that partially mitigates the risk of interest-
rate variability. As a rule of thumb, a level of short-term
debt that exceeds 10% of total capital is cause for concern.

Similarly, if floating-rate debt and preferred stock con-
stitute over one-third of total debt plus preferred stock, this
level is viewed as unusually high and may be cause for
concern. It might also indicate that management is aggres-
sive in its financial policies.

A layer of preferred stock in the capital structure is
usually viewed as equity—since dividends are discretion-
ary and the subordinated claim on assets provides a cush-
ion for providers of debt capital. A preferred component
of up to 10% is typically viewed as a permanent wedge in
the capital structure of utilities. However, asrate-of-return
regulation is phased out, preferred stock may be viewed
by utilities—as many industrial firms would—as a tempo-
rary option for companies that are not current taxpayers
that do not benefit from the tax deductibility of interest.
Even now, floating-rate preferred and money market per-
petual preferred are problematic; a rise in the rate due to
deteriorating credit quality tends to induce a company to
take out such preferred stock with debt. Structures that
convey tax deductibility to preferred stock have become
very popular and do generally afford such financings with
equity treatment.

Cash flow adequacy

Cash flow adequacy relates to a company’s ability to
generate funds internally relative to its needs. It is a basic
component of credit analysis because it takes cash to pay
expenses, fund capital spending, pay dividends, and make
interest and principal payments. Since both common and
preferred dividend payments are important to maintain
capital market access, Standard & Poor’slooks at cash flow
measures both before and after dividends are paid.

To determine cash flow adequacy, several quantitative
relationships are examined. Emphasis is placed on cash
flowrelative to debt, debt service requirements, and capital
spending. Cash flow adequacy is evaluated withrespectto
afirm’s ability to meet all fixed charges, including capacity
payments under purchased-power contracts. Despite the
conditional nature of some contracts, the purchaser is ob-
ligated to pay a minimum capacity charge. The ratio used
is funds from operations plus interest and capacity pay-
mients divided by interest plus capacity payments.

Financial flexibility/capital attraction

Financing flexibility incorporates a utility’s financing
needs, plans, and alternatives, as well as its flexibility to
accomplish its financing program under stress without
damaging creditworthiness. External funding capability
complements internal cash flow. Especially since utilities
are so capital intensive, a firm’s ability to tap capital mar-
kets on an ongoing basis must be considered. Debt capacity
reflects all the earlier elements: earnings protection, debt
leverage, and cashflow adequacy. Market access at reason-
able ratesisrestricted if areasonable capital structure is not
maintained and the company’s financial prospects dim.
The analyst also reviews indenture restrictions and the
impact of additional debt on covenant tests.

Standard & Poor’s assesses a company’s capacity and
willingness to issue common equity. This is affected by
various factors, including the market-to-book ratio, divi-
dend policy, and any regulatory restrictions regarding the
composition of the capital structure.
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New Business Profile Scores Assigned for U.S. Utility and Power
Companies; Financial Guidelines Revised

tandard & Poor's Ratings Services has assigned new

business profile scores to U.S. utility and power compa-
nies to better reflect the relative business risk among com-
panies in the sector. Standard & Poor’s also has revised its
published risk-adjusted financial guidelines. The new busi-
ness scores and financial guidelines do not represent a
change to Standard & Poor's ratings criteria or methodology,
and no ratings changes are anticipated from the new busi-
ness profile scores or revised financial guidelines.

New Business Profile Scores and Revised

Financial Guidelines

Standard & Poor’s has always monitored changes in the
industry and altered its business risk assessments accord-
ingly. This is the first time since the 10-point business pro-

file scale for U.S. investor-owned utilities was implemented
that a comprehensive assessment of the benefits and the
application of the methodology has been made. The princi-
pal purpose was to determine if the methodology continues
to provide meaningful differentiation of business risk. The
review indicated that while business profile scoring contin-
ues to provide analytical benefits, the complete range of the
10-point scale was not being utilized to the fullest extent.
Standard & Poor’s has also revised the key financial guide-
lines that it uses as an integral part of evaluating the credit
quality of U.S. utility and power companies. These guidelines
were last updated in June 1939. The financial guidelines for
three principal ratios {funds from operations {FFO} interest cov-
erage, FFO to total debt, and total debt to total capital) have
been broadened so as to be more flexible. Pretax interest cov-
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erage as a key credit ratio was eliminated.

Finally, Standard & Poor's has segmented the utility and
power industry into sub-sectors based on the dominant cor-
porate strategy that a company is pursuing. Standard &
Poor's has published a new U.S. utility and power company
ranking list that reflects these sub-sectors.

There are numerous benefits to the reassessment. Fuller
utilization of the entire 10-point scale provides a superior rele-
tive ranking of qualitative business risk. A revision of the
financial guidelines supports the goal of not causing rating
changes from the recalibration of the business profiles.
Classification of companies by sub-sectors will ensure greater
comparability and consistency in ratings. The use of industry
segmentation will also allow more in-depth statistical analysis
of ratings distributions and rating changes.

The reassessment does not represent a change 1o
Standard & Poor’s criteria or methodology for determining
ratings for utifity and power companies. Each business pro-
file score should be considered as the assignment of a new
score; these scores do not represent improvemnent or deteri-

Chart 3

oration in our assessment of an individual company’s busi-
ness risk relative to the previously assigned score. The
financial guidelines continue to be risk-adjusted based on
historical utility and industria! medians. Segmentation into
industry sub-sectors does not imply that specific company
characteristics will not weigh heavily into the assignment of
a company's business profile score.

Results

Previously, 83% of U.S. utility and power business profile
scores fell between ‘3’ and ‘6", which clearly does not
reflect the risk differentiation that exists in the utility and
power industry today. Since the 10-point scale was intro-
duced, the industry has transformed into a much less
homogenous industry, where the divergence of business
risk—particularly regarding management, strategy, and
degree of competitive market exposure—has created a
much wider spectrum of risk profiles. Yet over the same
period, business profile scores actually converged more
tightly around a median score of ‘4. The new business pro-
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file scores, as of June 2, are shown in Chart 1. The overall m Return on invested capital;
median business profile score is now '5". m The execution record of stated business strategies;
Table 1 contains the revised financial guidelines. It is m Accuracy of projected performance versus actual results,
important to emphasize that these metrics are only guide- as well as the trend;
lines associated with expectations for various rating lev- m Assessment of management’s financial policies and atti-
gls. Although credit ratio analysis is an important part of tude toward credit; and
the ratings process, these three statistics are by no means ~ m Corporate governance practices.
the only critical financial measures that Standard & Poor’s Charts 2 through 6 show business profile scores broken
uses in its analytical process. We also analyze a wide out by industry sub-sector. The five industry sub-sectors are:
array of financial ratios that do not have published guids- m Transmission and distribution—Water, gas, and electric;
fines for each rating category. m Transmission only—Electric, gas, and other;
Again, ratings analysis is not driven solely by these m integrated electric, gas, and combination utilities;
financial ratios, nor has it ever been. In fact, the new finan- m Diversified energy and diversified nonenergy; and
cial guidefines that Standard & Poor's is incorporating for m Energy merchant/power developer/trading and marketing
the specified rating categories reinforce the analytical companies.
framework whereby other factors can outweigh the achisve- The average business profile scores for transmission and
ment of otherwise acceptable financial ratios. These factors distribution companies and transmission-only companies are
include: Jower on the scale than the previous averages, while the aver-
m Effectiveness of liability and liquidity management; age business profile scores for integrated utilities, diversified
w Analysis of internal funding sources; energy, and energy merchants and developers are higher.
Chart 5
Diversified Energy and Diversified Non-Energy
% of companies
35
ki
2%
20
15
10
5
b T 3
Business Profile Score
Chart 6
Energy Merchant/Developers/Trading and Marketing
% of companies
40
3%
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%
20 -
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10 —
5
b ——T > T 3 ' 4 ' s ' & ' 7 ' 8 ' 9§ ' W
Business Profile Scores
‘ Back to
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Feature Article

See pages 16 to 19 for the company ranking list of busi- file scores are assigned to all rated utility and power compa-
ness profile scores segmented by industry sub-sector and nies, whether they are hoiding companies, subsidiaries, or
ranked in order of credit rating, outlook, business profile stand-alone corporations. For operating subsidiaries and
score, and relative strength. stand-alone companies, the score is a bottom-up assess-

ment. Scores for families of companies are a composite of
Business Profile Score Methodology the operating subsidiaries’ scores. The actual credit rating of
Standard & Poor's methodology of determining corporate a company is analyzed, in part, by comparing the business
utifity business risk is anchored in the assessment of certain profile score with the risk-adjusted financial guidelines.
specific characteristics that define the sector. We assign For most companies, business profile scores are
business profile scores to each of the rated companies in the assessed using five categories; specifically, regulation, mar-
utility and power sector on a 10-point scale, where 1" repre- kets, operations, competitiveness, and management. The
sents the lowest risk and ‘10" the highest risk. Business pro- emphasis placed on each category may be influenced by the
Table 1
Revised Financial Guidelines
Funds from operationsfinterest coverage (x)
Business Profile AA BBB BB
1 3 25 25 1.5 15 1
2 4 3 3 2 2 1
3 45 35 35 25 25 15 15 1
4 5 42 42 35 35 25 25 15
5 55 45 45 38 38 28 28 18
6 6 52 52 42 42 3 3 2
7 8 6.5 65 45 45 3.2 32 22
8 10 15 75 55 55 35 35 25
9 10 7 7 4 4 28
10 1 8 8 5 5 3
Funds from operation/total debt (%)
Business Profile AA BBB BB
1 20 15 15 10 10 5
2 25 20 20 12 12 8
3 30 25 25 15 15 10 10 5
4 35 28 28 20 20 12 12 8
5 40 30 30 22 2 15 15 10
6 45 35 35 28 28 18 18 12
7 55 45 45 30 30 20 20 15
8 70 55 55 40 40 25 5 15
9 65 45 45 30 30 20
10 70 55 55 40 40 25
Total debt/total capital (%)
Business Profile AA BEB BB
1 48 55 55 60 60 70
2 45 52 52 58 58 68
3 42 50 50 55 55 65 65 70
4 38 45 45 52 52 62 62 68
5 35 42 42 50 50 60 B0 65
8 32 40 40 48 48 58 58 62
7 30 38 38 45 45 55 55 60
8 25 35 35 42 42 52 52 58
9 32 40 40 50 50 55
10 25 35 35 48 48 52
{ Back to
Table of Contents
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dominant strategy of the company or other factors. For
example, for a regulated transmission and distribution com-
pany, regulation may account for 30% to 40% of the busi-
ness profile score because regulation can be the single-
most important credit driver for this type of company.

Conversely, competition, which may not exist for a transmis-

sion and distribution company, would provide a much lower
proportion {e.g., 5% to 15%) of the business profile score.

For certain types of companies, such as power genera-
tors, power developers, oil and gas exploration and produc-
tion companies, or nonenergy-refated holdings, where these
five components may not be appropriate, Standard & Poor's
will use other, more appropriate methodologies. Some of
these companies are assigned business profile scores that
are useful only for relative ranking purposes.

As noted above, the business profile score for a parent
or holding company is a composite of the business profile
scores of its individual subsidiary companies. Again,
Standard & Poor's does not apply rigid guidelines for deter-

Page 6 June7, 2004

mining the proportion or weighting that each subsidiary rep-
resents in the overall business profile score. Instead, it is
determined based on a number of factors. Standard & Poor’s
will analyze each subsidiary’s contribution to FFO, forecast
capital expenditures, fiquidity requirements, and other para-
meters, including the extent to which one subsidiary has
higher growth. The weighting is determined case-by-case. m
Ronald M. Barone
New York (1} 212-438-7662
Richard W. Cortright, Jr.
New York {1} 212-438-7665
Suzanne G. Smith
New York (1) 212-438-2106
John W. Whitlock
New York (1) 212-438-7678
Andrew Watt
New York (1) 212-438-7868
Arthur F. Simonson
New York (1) 212-438-2094
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PROXY GROUP OF SiX AUS UTILITY REPORTS WATER COMPANIES
CAPITALIZATION AND FINANCIAL STATISTICS (1)
1999 - 2003, INCLUSIVE

2003 2002 2001 2000
(MILLIONS OF DOLLARS)
CAPITALIZATION STATISTICS
AMOUNT OF CAPITAL EMPLOYED
TOTAL PERMANENT CAPITAL $470.63 $407.79 $375.00 $331.41
SHORT-TERM DEBT $32.07 $35.13 $30.67 $26.75
TOTAL CAPITAL EMPLOYED $502.69 42.9 $405.67 58.16
INDICATED AVERAGE CAPITAL COST RATES (2)
TOTAL DEBT 6.02 % 627 % 6.84 % 742 %
PREFERRED STOCK 3.98 5.73 5.31 5.20
CAPITAL STRUCTURE RATIOS
BASED ON TOTAL PERMANENT CAPITAL:
LONG-TERM DEBT 5407 % 54.19 % 54.26 % 52.00 %
PREFERRED STOCK 0,49 0.57 0.76 0.88
COMMON EQUITY 45.44 45.24 44.98 47.03
TOTAL 100.00 % 100.00 % 100.00 % 100.00 %
BASED ON TOTAL CAPITAL:
TOTAL DEBT, INCLUDING SHORT-TERM 5727 % 57.19 % 57.64 % 54.89 %
PREFERRED STOCK 0.47 0.52 0.70 0.84
COMMON EQUITY 42.26 4229 41.66 44.27
TOTAL 100.00 % 100.00 % 100.00 % 100.00 %
FINANCIAL STATISTICS
FINANCIAL RATIOS - MARKET BASED
EARNINGS / PRICE RATIO 385 % 490 % 492 % 533 %
MARKET / AVERAGE BOOK RATIO 232.50 221.41 215.22 191.35
DIVIDEND YIELD 3,28 3.63 3.81 426
DIVIDEND PAYOUT RATIO 87.80 74.83 79.40 83.28
RATE OF RETURN ON AVERAGE BOOK COMMON EQUITY 897 % 10.58 % 1035 % 10.09 %
FUNDS FROM OPERATIONS / INTEREST COVERAGE (3) 338 x 3.37 x 3.27 x 310 x
FUNDS FROM OPERATIONS / TOTAL DEBT (4) 1357 % 14,00 % 14.07 % 14.60 %
TOTAL DEBT / TQTAL CAPITAL 5727 % 57.19 % 57.64 % 54.89 %

See Page 2 for notes.

51.27 %
0.98
47.75

100,00 %

5412 %

44.95

100.00 %

525 %
204.41
4.02
75.53
10.82 %
3.20 x
1557 %

5412 %

5 YEAR
AVERAGE

53.18 %
0.74

46.09
100.00 %

56.22 %
0.69
43.09

100.00 %

4.85 %
212.98

80.17

1016 %
3.26 x

14.36 %

56.22 %
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Exhibit No.
Schedule PMA-3
Page 2 of 3

Proxy Group of Six AUS Utility Reports Water Companies
Capitalization and Financial Statistics
1999-2003, Inclusive

Notes:

(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved results
for each individual company in the group, and are based upon financial statements as originally
reported in each year.

(2) Computed by relating actual long-term debt interest or preferred stock dividends booked to average of
beginning and ending long-term debt or preferred stock reported to be outstanding.

(3) Funds from operations (sum of netincome, depreciation, amortization, net deferred income tax and
investment tax credits, less total AFUDC) plus interest charges divided by interest charges.

(4) Funds from operations (as defined in Note 3) as a percentage of total debt.

Selection Criteria:

The basis of selection was to include those water companies: 1) which are included in the Water Company
Group of C. A. Turner Public Utility Reports (March 2005); 2) which have Value Line (Standard Edition) five-year
EPS growth rate projections or Thomson FN / First Call consensus five-year EPS growth rate projections; and 3)
which have more than 70% of their 2003 operating revenues derived from water operations.

The following six water companies met the above criteria:

American States Water Co.
Aqua America, Inc.

Artesian Resources, Inc.
California Water Service Group
Middlesex Water Company
York Water Co.

‘Source of Information: Standard & Poor's Compustat Services, inc., PC Plus / Research
Insight Database
Company Annual Forms 10K



American States Water Co.

L.ong-Term Debt
Short-Term Debt
Preferred Stock
Common Equity
Total Capital

Aqua America, inc.

Long-Term Debt
Short-Term Debt
Preferred Stock
Common Equity
Total Capital

Artesian Resources Corp.

l.ong-Term Debt
Short-Term Debt
Preferred Stock
Common Equity
Total Capital

California Water Services Group

Long-Term Debt
Short-Term Debt
Preferred Stock
Common Equity
Total Capital

Middlesex Water Company

Long-Term Debt
Short-Term Debt
Preferred Stock
Common Equity
Total Capitai

York Water Company

Long-Term Debt
Short-Term Debt
Preferred Stock
Common Equity
Total Capital

Proxy Group of Six AUS Utility
Reports Water Companies

Long-Term Debt
Short-Term Debt
Preferred Stock
Common Equity
Total Capital

Source of Information:

5341 %

100.00 %

4935 %
0.086
44.12
100.00 %
5483 %
000

3578
100.00 %

5177 %

41.40 %

000
4953

100.00 %

100.00 %

2002

55.89 %
622

37.89
100.00 %

5036 %
9.39
0.06

40.19

100.00 %

53.82 %
324
017

4277

100.00 %

51.25 %
742
0.71

100.00 %

47129 %
9.47
218

41.06

100.00 %

45.00 %

100.00 %

50.60 %

100.00 %

Capital Structure Based upon Total Capital far
the Proxy Group of Six AUS Utility Reports Water Companies
for the Years 1999 through 2003

Exhibit No. ___

Standard & Poor's Compustat Services, Inc, PC Plus / Research insight Data Base
Company Annual Forms 10K {Sinking Fund Requirements)

Schedule PMA-3
Page 3 of 3
5 YEAR
20 1998 AVERAGE
4250 % 47.98 % 5170 %
10.80 6.01 7.29
0.46 0.56 0.27
4624 45.45 40.73
100.00 % 100.00 % 100.00 %
48.18 % 4744 % 4860 %
884 11.48 920
0.46 0.48 025
4252 40.60 41.95
100.00 % 100.00 % 100.00 %
5871 % 4648 % 5266 %
365 1069 873
0.76 1.00 0.50
36.88 41.82 38.11
100.00 % 100.00 % 100.00 %
46.69 % 4505 % 48.62 %
359 385 424
085 098 0.80
48.87 50.12 46.34
100.00 % 100.00 % 100.00 %
5048 % 5188 % 49.98 %
371 126 566
249 255 232
43.32 44.31 42.04
100.00 % 100.00 % 100.00 %
4829 % 50.41 % 46238 %
390 220 435
0.00 0.00 0.00
47.81 47.39 49.36
100.00 % 100.00 % 100.00 %
4914 % 4821 % 4964 %
575 5.91 6.58
0.84 0.93 069
44.27 44.95 43.09
100.00 % 100.00 % 100.00 %




PROXY GROUP OF THREE VALUE LINE (STANDARD EDITION) WATER COMPANIES

CAPITALIZATION AND FINANCIAL STATISTICS (1)
1999 - 2003, INCLUSIVE

2003
CAPITALIZATION STATISTICS
AMOUNT OF CAPITAL EMPLOYED
TOTAL PERMANENT CAPITAL $812.16
SHORT-TERM DEBT $62.97
TOTAL CAPITAL EMPLOYED 865.1
INDICATED AVERAGE CAPITAL COST RATES (2)
TOTAL DEBT 5.90 %
PREFERRED STOCK 2.83
CAPITAL STRUCTURE RATIOS
BASED ON TOTAL PERMANENT CAPITAL:
LONG-TERM DEBT 54.78 %
PREFERRED STOCK 0.24
COMMON EQUITY 44.98
TOTAL 100.00 %
BASED ON TOTAL CAPITAL:
TOTAL DEBT, INCLUDING SHORT-TERM 57.31 %
PREFERRED STOCK 024
COMMON EQUITY 42.45
TOTAL 100.00 %
FINANCIAL STATISTICS
FINANCIAL RATIOS - MARKET BASED
EARNINGS / PRICE RATIO 389 %
MARKET / AVERAGE BOOK RATIO 225.26
DIVIDEND YIELD 3.32
DIVIDEND PAYOUT RATIO 86.86
RATE OF RETURN ON AVERAGE BOOK COMMON EQUITY 8.86 %
FUNDS FROM OPERATIONS / INTEREST COVERAGE (3) 3.53 x
FUNDS FROM OPERATIONS / TOTAL DEBT (4) 14.60 %
TOTAL DEBT / TOTAL CAPITAL 57.31 %

See Page 2 for notes.

002 2001
(MILLIONS OF DOLLARS)
$697.46 $643.70
$62.16 $50.56
759,62 $694.26
6.04 % 6.66 %
3.84 4.03
56.84 % 54.95 %
0.28 047
42.88 44,58
100.00 % 100.00 %
60.18 % 57.81 %
0.25 0.44
39.57 41.75
100.00 % 100.00 %
517 % 4.70 %
217.33 225.22
3.63 3.61
69.87 78.54
1110 % 10.40 %
3.63 x 357 x
14.73 % 15.23 %
60.18 % 57.81 %

2000

$560.38
$49.53
$609.91

744 %
3.76

547 %
206.93

69.17
1137 %
3.40 x
16.70 %

5363 %

1999

$487.73
$45.89
$533.62

8.00 %
3.90

5.00 %
221.95

71:36
11.28 %
3.57 x
1817 %

53.93 %

5 YEAR
AVERAGE

53.34 %
0.47
46.19

100,00 %

56.55 %
0.44

43.01

100.00 %

4.85 %
219.34
3.60
75.16
10.60 %
3.54 x
15.89 %

56.55 %
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Exhibit No. ____
Schedule PMA-4
Page 2 of 3

Proxy Group of Three Value Line (Standard Edition) Water Companies
Capitalization and Financial Statistics

1999-2003, Inclusive
Notes:

(1) All capitalization and financial statistics for the group are the arithmetic average of the achieved results
for each individual company in the group, and are based upon financial statements as originaily
reported in each year.

(2) Computed by relating actual long-term debt interest or preferred stock dividends booked to average of
beginning and ending long-term debt or preferred stock reported to be outstanding.

(3) Funds from operations (sum of net income, depreciation, amortization, net deferred income tax and
investment tax credits, less total AFUDC) plus interest charges divided by interest charges.

(4) Funds from operations (as defined in Note 3) as a percentage of total debt.

Selection Criteria:

The basis of selection was to include those water companies: 1) which are included in the Value Line
(Standard Edition).

The following three water companies met the above criteria:

American States Water Co.
Agua America, Inc.
California Water Service Group

Source of information: Standard & Poor's Compustat Services, Inc., PC Plus / Research
Insight Database
Company Annual Forms 10K



American States Water Co.

Long-Term Debt
Short-Term Debt
Preferred Stock
Common Equity
Total Capital

Aqua America, Inc.

Long-Term Debt
Short-Term Debt
Preferred Stock
Common Equity
Total Capital

California Water Services Group

Long-Term Debt
Short-Term Debt
Preferred Stock
Common Equity
Total Capital

Proxy Group of Three Value Line

(Standard Edition) Water
Companies

Long-Term Debt
Short-Term Debt
Preferred Stock
Common Equity
Total Capital

Exhibit No. ____

Schedule PMA-4
Page 3 of 3
Capital Structure Based upon Total Capital for
the Proxy Group of Three Value Line (Standard Edition) Water Companies
for the Years 1999 through 2003
5YEAR
2003 2002 2001 2000 1999 AVERAGE
5341 % 55.89 % 58.74 % 4250 % 47 .98 % 51.70 %
972 6.22 3.72 10.80 6.01 729
0.00 0.00 0.35 0.46 0.56 027
36.87 37.89 37.19 46.24 45.45 40.73
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
4935 % 50.36 % 47.67 % 48.18 % 47.44 % 4860 %
647 939 983 884 11.48 820
006 0.06 017 0.46 048 0.25
44.12 40.19 42.33 4252 4060 41.95
100.00 % 100.00 % 400.00 % 100.00 % 100.00 % 100.00 %
5177 % 5125 % 48.36 % 46,69 % 45.05 % 4862 %
1.22 7.42 511 3.59 385 424
0.66 0.71 0.81 085 0.98 0.80
46.35 40.62 4572 48.87 50.12 46.34
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %
5151 % 5250 % 5159 % 4579 % 4682 % 4964 %
580 768 622 7.74 711 6.91
024 025 0.44 059 0.68 0.44
42.45 39.57 41.75 4588 45.39 43.01
100.00 % 100.00 % 100.00 % 100.00 % 100.00 % 100.00 %

Source of Information:  Standard & Poor's Compustat Services, inc., PC Plus / Research Insight Data Base

Company Annual Forms 10K (Sinking Fund Requirements)



_Line No.

1.

2.

Notes:

Exhibit No. ___

Schedule PMA-5
Carolina Water Service, Inc.
Hypothetical Example of the Inadequacy of
A DCF Return Rate Related to Book Value
When Market Value is Greater / Less than Book Value
1 2 3
Book Value with Book Value with
Market to Book Market to Book
Market Value Ratio of 180% Ratio of 80%
Per Share $ 24.00 $ 1333 $ 30.00
DCF Cost Rate (1) 10.50% 10.50% 10.50%
Return in Dollars $ 2520 $ 1.400 $ 3150
Dividends (2) $ 0.840 $ 0.840 $ 0.840
Growth in Dollars $ 1.680 $ 0560 $ 2310
Return on Market Value 10.50% 5.83% (3) 13.13% (4)
Rate of Growth on Market Value 7.00% (5) 2.33% (8) 9.63% (7)

(1) Comprised of 3.5% dividend yield and 7.0% growth.
(2) $24.00* 3.5% yield = $0.840.

(3) $1.400/ $24.00 market value = 5.83%.

(4) $3.150/ $24.00 market value = 13.13%.

(5) Expected rate of growth per market based DCF model.

(6) Actual rate of growth when DCF cost rate is applied to book value ($1.400 possible earnings - $0.840
dividends = $0.560 for growth / $24.00 market value =2.33%).

(7) Actual rate of growth when DCF cost rate is applied to book value ($3.150 possible earnings - $0.840
dividends = $2.310 for growth / $24.00 market vaiue = 9.63%).



Exhibit-No. _

Schedule PMA-6
Carolina Water Service, Inc.
Indicated Common Equity Cost Rate Through Use of the
Single Stage Discounted Cash Flow Model for
the Proxy Group of Six AUS Utility Reparts Companies and the
Proxy Group of Three Value Line (Standard Edition) Water Companies
B on Historical and Proi Growth in DPS, E nd BR+:
1 2 3 4 5
Dividend Indicated
Average Growth Adjusted Common
Dividend Component Dividend Growth Rate Equity Cost
_Yed(h @ Yield (3 __ &  _Rate®
Proxy Group of Six AUS Utility
Reports Water Companies
American States Water Co 35 % 01 % 36 % 47 % 83 %
Agqua America, Inc. 21 01 22 10.0 122
Artesian Resources Corp. 32 01 33 64 97
California Water Services Group 34 01 35 53 88
Middlesex Water Company 37 01 38 31 69
York Water Campany 33 0.1 3.4 4.7 8.1
Average 32 % 0.1 % 33 % 5.7 % 10.2 % (6)
Prexy Group of Three Value Line
(Standard Edition) Water
Companies
American States Water Co. 35 % 01 % 36 % 47 % 83 %
Aqua America, Inc. 21 01 22 100 122
Califomnia Water Services Group 34 0.1 35 53 8.8
Average 3.0 % 0.1 % 31 % 6.7 % 10.5_% (6)
1 2 3 4 5
Dividend Indicated
Average Growth Adjusted Common
Dividend Component Dividend Growth Rate Equity Cost
__Yield (1) @ __Yield 3) @ Rate (5)
Proxy Group of Six AUS Utility
Reports Water Companies
American States Water Co. 35 % 01 % 36 % 63 % 99 %
Aqua America, inc. 21 0.1 22 94 16
Artesian Resources Corp 32 01 33 90 123
California Water Services Group 34 0.1 35 83 118
Middlesex Water Company 37 o1 38 60 98
York Water Company 33 0.1 34 7.0 10.4
Average 32 % 0.1 % 33 % 77 % 11.0_% (6)
Proxy Group of Three Value Line
{Standard Edifion) Water
Companies
American States Water Co. 35 % 01 % 36 % 63 % 99 %
Aqua America, Inc. 21 0.1 22 94 186
California Water Services Group 34 0.1 35 83 11.8
Average 3.0 % 0.1 % 3.1 % 8.0 % 11.1_% (6)

Conclusion

Proxy Group of Six AUS Utility
Revorts Water Companies

Proxy Group of Three Value Line
(Standard Edition) Water
Comboanies

10.6 %

10.8 %
P

Notes: (1) From Schedule PMA-7

(2) This refiects a growth rate component equal to one-half the conclusion of growth rate (from
page 1 of Scheduie PMA-8 ) x Column 1 to reflect the periodic payment of dividends (Gardon
Model) as op; d to the i t. Thus, for ican States Water Co., 3.5% X
(12x4.7%)=01%

{3) Column 1 + Column 2.
{4) From page 1 Schedule PMA-D.
(5) Column 3 + Column 4

&) des only those i equity cost rates which are greater than 8 6%, i.e., 200
basis points above the prospective yield on A rated Moody's public utility bonds of 6.6% (from
page 1 of Schedule PMA-10)




Exhibit No. __

Schedule PMA-7
Carolina Water Service, Inc.
Derivation of Dividend Yield for Use in the
Discounted Cash Flow Model
Dividend Yield
Average
of Average
Spot Last3 Dividend
(3/28/05) (1) Months (2) Yield (3)
Proxy Group of Six AUS Utility Reports
Water Companies
American States Water Co. 35 % 3.4 % 35%
Agqua America, Inc. 2.1 2.1 21
Artesian Resources Corp. 33 3.0 3.2
California Water Services Group 3.4 33 34
Middlesex Water Company 37 3.6 3.7
York Water Company 3.3 3.3 . 3.3
Average 3.2 % 3.1 % 3.2 %
Proxy Group of Three Value Line
(Standard Edition) Water Companies
American States Water Co. 35 3.4 % 35%
Aqua America, Inc. 2.1 21 21
California Water Services Group 3.4 3.3 3.4
Average 3.0 % 29 % 3.0 %

Notes: (1) The spot dividend yield is the current annualized dividend
per share divided by the spot market price on 3/28/05.

(2) The average 3-month dividend yield was computed by
relating the indicated annualized dividend rate and market
price on the last trading day of each of the three months
ended February 28, 2005.

(3) Equal weight has been given to the 3-month average and
spot dividend yield. This provides recognition of current
conditions, but does not place undue emphasis thereon.

Source of Information: Standard & Poor's Compustat Services, Inc., PC Plus
Research insight Database
finance.yahoo.com



Exhibit No. ___
Schedule PMA-8

Carolina Water Service, inc.
Current Institutional Holdings (1) and Individual Holdings (2) for
the Proxy Group of Six AUS Utility Reports Water Companies,
the Proxy Group of Three Value Line (Standard Edition) Water Companies

1 2
March 2005 March 2005
Percentage of Percentage of
institutional Individual
Holdings (1) Holdings (2)
Proxy Group of Six AUS Utility Reports
Water Companies
American States Water Co. 359 % 64.1 %
Agqua America 29.0 71.0
Artesian Resources Corp. 10.4 89.6
California Water Service Group 24.3 75.7
Middlesex Water Company 171 82.9
York Water Company 6.3 937
Average 205 % 79.5 %
Proxy Group of Three Value Line
(Standard Edition) Water Companies
American States Water Co. 359 % 64.1 %
Aqua America 29.0 71.0
California Water Service Group 24.3 75.7
Average 29.7 % 70.3 %
Notes: 1) The percentage of institutional holdings is calculated by dividing the number of shares held by

institutions by the number of shares outstanding.

2) (1-column 1).

Source of Information:  yahoo.investor.reuters.com, Updated March 29, 2005



Proxy Group of Six AUS Utility

Reports Water Companies

American States Water Co.
Aqua America, Inc.
Artesian Resources Corp.

Califormia Water Services Group

Middlesex Water Company
York Water Company

Average

Proxy Grotp of Three Value Line
(Standard Edition) Water Companies

American States Water Co.
Agqua America, Inc.

Califonia Water Services Group

Source of Ir

Average

Notes:

Carolina Water Service, Inc.
istorical a ojected Gro!

1 2 3 4 5 [} A 8 El 10 u 12 13
Average of
ThomsonFN / First Call Mipdoint and
Five Year Value Line Projected 2001- Mean Consensus Average Projected Projected Five Average of all
Value Line Historical Five Historicai BR 03 to 2007-'09 Growth Projected Five Year Growth Five Year Growth Year BR + 8V Range of Growth Rates Average of all Growh Rates
Year Growth Rate (1) +8V(2) Rate (1) Rate Rate in EPS (3) (4) Low High Midpoint Growth Rates (9}
No. of
DPS EPS DPS EPS EPS Est.
10 % 15 % 44 % 15 % 95 % 30 % M 63 % 71 % 10 % 95 % 53 % 40 % 47 %
6.0 9.5 16.6 7.0 9.0 9.8 4] 9.4 741 6.0 15.6 10.8 9.1 10.0
44 (5) 57 (5) 5.4 NA NA 2.0 1] 9.0 NA 44 9.0 6.7 6.1 6.4
1.0 (6.5) 49 1.0 10.0 6.5 [41 8.3 72 1.0 (8) 10.0 (8) 55 51 (8) 6.3 (8)
25 05 23 NA NA 6.0 M 6.0 NA 05 6.0 33 28 3.1
29 (5) 42 (5) 32 NA NA 7.0 1 7.0 NA 29 7.0 5.0 43 47
30 % 4.3 %{8) 6.0 % 32 % 95 % 69 % 77 % 71 % 268 % 95 % 8.1 % 82 % 5.7 %
10 % 15 % 44 % 15 % 95 % 30 % 1131 63 % 71 % 10 % 95 % 53 % 40 % 47 %
6.0 9.5 15.6 7.0 9.0 9.8 14} 8.4 74 6.0 156 10.8 9.1 100 (8)
1.0 (6.5) 49 1.0 10.0 65 141 — 83 7.2 10 (8) 100 (8) 55 5.1_(8) 5.3
27 % 55 % (8) 83 % 32 % 958 % 6.4 % 80 % 71 % 27 % 117 % 72 % 61 % 67 %
= ——
(1) As shown on pages 8 through 12 of this Schedule. Historical growth rates are five-year compound growth rates.
(2) From page 2 of this Schedule.
(3) Average of Columns 5 and 6.
(4) From page 6 of this Schedule.
(5) Caleulated using the same methodology as Value Line investment Survey, L.e., three-year base periods ending 2003,
(6) Average of Columns 1,2, 3,4, 5, 6,and 8.
(7) From Column7.
(8) Excludes negatives.
(9) Average of Column 11 and Column 12,
Value Line Investment Survey, January 28, 2005, Standard Edition and Small- and Mid-Cap Edition
ThomsonFN First Cali Earnings, ec.thomsonfn.com, updated March 26, 2005
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Proxy Group of Six AUS Utility Reports
Water Companies

American States Water Co.
Aqua America, Inc.

Artesian Resources Corp.
California Water Services Group
Middiesex Water Company

York Water Company

Average

Proxy Group of Three Value Line
(Standard Edition) Water Companies

American States Water Co.
Aqua America, Inc.
California Water Services Group

Average

Notes:

m
@
®
@
®)

Exhibit No. __

Schedule PMA-9
Page 2 of 12
Carolina Water Service, Inc.
Calculation of Historical BR + SV
1 2 3 4 )
S v BR+
BR (1) Factor (2) Factor (3) SV (4 SV (5)
33% 26 % 434 % 11 % 44 %
53 159 65.0 10.3 156
22 80 406 32 54
18 63 48.8 31 49
15 15 56.4 0.8 23
20 241 55.0 1.2 32
27 % 61 % 515 % 33 % 60 %
33 % 26 % 434 % 11 % 44 %
5.3 159 65.0 10.3 15.6
1.8 6.3 48.8 34 49
35 % 83 % 524 % 48 % 83 %

From column 6, page 3 of this Schedule
From column 12, page 4 of this Schedul

e,

From column 7, page 5 of this Schedule.

Column 2 * column 3.
Column 1 + column 4.



Proxy Group of Six AUS Utility
Reports Water Companies
American States Water Co.
Common Equity Return Rate
Retention Ratie

Internal Growth Rate (1)

Agua America, Inc.

Common Equity Return Rate
Retention Ratio

internal Growth Rate (1)

Artesian Resources Corp.
Common Equity Return Rate
Retention Ratio

Internal Growth Rate (1)

California Water Services Group
Common Equity Return Rate
Retention Ratio

Internal Growth Rate (1)

Middlesex Water Company
Common Equity Return Rate
Retention Ratio

internal Growth Rate (1)

York Water Company.
Common Equity Retumn Rate

Retention Ratio
Internal Growth Rate (1)

Average

Proxy Group of Three Value Line
(Standard Edition) Water
American States Water Co.
Common Equity Refum Rate
Retention Ratio

internal Growth Rate (1)

Aqua America, Inc.
Common Equity Return Rate
Retention Ratio

Internal Growth Rate (1)

California Water Services Group
Common Equity Return Rate
Retention Ratio

Internal Growth Rate (1)

Average

Notes:

Source of Information:

Q]

@

Carolina Water Service, Inc.

Historical Internal Growth Rate (1), i.e., BR, for

the Proxy Group of Six AUS Utility Reports Water Companies and the
Proxy Group of Three Value Line (Standard Edition) Water Companies
for the Years 1999 -2003

2003

559 %
(12.98)
073

1230 %
4361
536

741 %
1924
143

868 %
879
076

817 %
651
053

1166 %
2104
245

559 %
(1298
(073)

1230 %
4361
536

868 %
879
076

[EN]

983
3504
344

1302
4522
629

967
3496
338

2.56
1013
097

1010
1333
135

1037
1232
128

983
3504
344

1392
45.22
629

956
1013
097

%

%

iw

2001

1037
3565
3.70

1334
4295
573

080
3135
307

749
(1422
(1.07)

937
588
055

1173
2197
258

1037
3585
370

1334
4295
573

749
(14.22)
(1.07)

i

2000

1024
32086
328

1332
4240
565

739
812
060

1054
1803
190

716
(21.76)
(1.56)

1188
2150
255

1024
3206
328

1332
4240
565

1054
1803
1.80

%

%

{4

1023
28.40
291

1217
2715
330

974
2774
270

11.43
3037
347

1105
273
25

10.31
1046
1.08

1023
2840
291

1217
2715
3.30

1143
30.37
347

%

%

The internal growth rate is calculated by multiplying the common equity return rate by

the retention ratio (100% minus the dividend payout ratio). All data are on a
consolidated basis

Excludes negatives.

Standard & Poor's Compustat Services, Inc, PC Plus / Research Insight Database

Exhibit No. __
Schedule PMA-S
Page 3 of 12

1]

Five-Year
Average
1998-2003
internal Growth
Rate. i.e., BR

— e

33 %@

53

22

18 (2

152

20

27 %

33% Q)

53

— 180
35 %

—in



Proxy Group of Six AUS Utility
Reports Water Companies
American States Watet Co.
Aqua America, inc.

Artesian Resources Corp.
California Water Services Group
Middlesex Water Company
York Water Company

Average

Proxy Group of Three Value Line
{Standard Edition) Water Companies
American States Water Co.

Aqua America, Inc.

California Water Services Group

Average

Notes:

1
1998
Common
Shares

Qutstanding (1)

13.437
64.154
2.704
12.619
9.794
5.960

13.437
54,154
12,619

97-98
Growth

00 %
47.9
10.8

25

(1.0)

0.0 %
47.8
25

(1) Year-end shares outstanding.
(2) Excludes negatives.

3

1999
Common
Shares
Qutstanding (1)

13.437
80.104
2.997
12.936
10.002
6,902

13.437
80.104
12.936

4

98-99

Growth,

126 %
4.7
0.8
17.1
1.0
18

1256 %

17.1

Caroling Water Service, inc.
Calculation of Five Year Average Growth In Common Shares Quistanding (1), 1.6, S Factor

El

2000
Common
Shares

Qutstanding (1

15.420
83.869
3.020
16.146
10.098
6.010

16.420
83.869
15.146

Source of Information:  Standard & Poor's Compustat Services, inc., PC Pius / Research Insight Database

§

98-00

0.0
19
1.3
0.2
0.7
5.0

0.0
1.8
0.2

Growth

%

%

7

2001
Common
Shares

Qutstandin;

15.120
865,483
3.060
16,182
10.168
6.308

16.120
85.483
15.182

8

00-01

Growth

0.4 %
©.7)
26.2
0.0
18
0.9

04 %
©.7)
0.0

9
2002
Common
Shares
OQutstanding (1)

15.181
84,896
3.863
15.182
10.356
6.366

16.181
84,806
15.182

01-02

Growth

02 %

9.1

1.0
1.5

2.0

0.8

02 %
9.1
1.5

1

2003
Common
Shares
Qutstanding (1)

16,212
92,589
3.901
16.932
10.567
6.419

16.212
92.588
16.932

12
Five Year
Average
Common

Share

Growth

2.6 %
159 (2)

6.3
8.3 %

2\ Jo y abed
6-VYINd eInpaydos
"ON HqIyx3



Carolina Water Service, Inc.
Calculation of the Premium/Discount of a
Company's Stock Price Relative to its Book Value, i.e., V Factor

1 2 3 4 5 6 z
1999 2000 2001 2002 2003 Five Year
Market Market Market Market Market Average
to Book to Book to Book to Book to Book Market to \
Ratio (1) Ratio (1) Ratio (1) Ratio (1) Ratio (1) Book Ratio Factor (2)
Proxy Group of Six AUS Utility Reports
Water Companies
American States Water Co. 1772 % 170.8 % 1748 % 180.6 % 180.3 % 176.7 % 4340 %
Aqua America, inc. 287.1 252.9 303.5 289.8 295.6 285.8 65.00
Artesian Resources Corp. 168.0 163.3 163.8 162.1 184.5 168.3 40.60
California Water Services Group 2015 1971 197.4 181.6 199.8 195.5 48.80
Middiesex Water Company 2183 209.9 236.9 2329 247.9 229.2 56.40
York Water Company 174.4 154.2 2149 281.5 286.9 222.4 55.00
Average 213.0 % 51.50 %
——=— E— ]
Proxy Group of Three Value Line
(Standard Edition) Water Companies
American States Water Co. 1772 % 170.8 % 174.8 % 180.6 % 180.3 % 176.7 % 4340 %
Aqua America, Inc. 287.1 252.9 3035 289.8 295.6 285.8 65.00
California Water Services Group 2015 197.1 197.4 181.6 199.8 195.5 48.80
Average 2193 % 52.40 %

Notes: (1) Market to Book Ratio = average of yearly high-low market price divided by the average of beginning and
ending year's balance of book common equity per share.
(2) (1-(100/ column 8)).

Source of Information: Standard & Poor's Compustat Services, Inc., PC Plus / Research Insight Database

2\ jo g ofed
6-VIAd @Inpayds
"ON HqiyX3



Proxy Group of Six AUS Utility
Reports Water Companies
American States Water Co.
Agua America, Inc.
Artesian Resources Corp.
California Water Services Group
Middlesex Water Company
York Water Company

Average

Proxy Group of Three Value Line

(Standard Edition) Water

American States Water Co.

Aqua Ametica, Inc.

California Water Services Group
Average

NA = Not Available

Notes: (1)
2

(3)
4)
(5)
(6)
4]

Source of information:  Value Line Investment Survey, January 28, 2005, Standard Edition and Small- and Mid-Cap Edition

Carolina Water $ervice, Inc.

Calculation of Projected BR + SV

1 2 3 4 ] 5} I 8 El 10 ki
Common Shares
Qutstanding (1)
(000,000) Projected 2007 - 2009 (1)
High lLow Average
Actual Projected s Stock Stock Book Stock \% )
2003 2007-2009 Factor (2) Price Price Valug Price (3). Factor (4). SV (5) BR (6) BR+ 8V (7}
16.21 19.00 46 % 30.00 20.00 17.50 $25.00 30.0 % 14 % 57 % 71 %
92,59 100.00 1.6 35.00 20.00 8.80 27.50 68.0 11 6.0 71
NA NA NA NA NA NA NA NA NA NA NA
16.93 23.00 6.3 35.00 25,00 18.25 30.00 30.2 2.5 4.7 7.2
10.48 NA NA NA NA NA NA NA NA NA NA
6.42 NA NA NA NA NA NA NA NA NA NA
42 % 457 % 1.7 % 55 % 71 %
15.21 19.00 46 % $30.00 $20.00 $17.50 $25.00 300 % 14 % 7 % 71 %
92.59 100.00 1.6 35.00 20.00 8.80 27.50 68.0 1.1 6.0 7.1
16.93 23.00 6.3 35.00 25.00 18.25 30.00 39.2 2.5 47 7.2
42 % 457 % 17 % 55 % 71 %

From pages 8 through 12 of this Schedule.
The S Factor is the six or five year compound growth rate ibetween the 2003 and 2008 (mid-point of 2007-
2009 projection) common shares outstanding.

The Average Stock Price is the average of column 4 and column 5.

(1 - (column 6 / column 7))
Column 3 * column 8.

From page 9, column 14 of this Schedule.
Column 9 + cofumn 10.

Z1 Jo g abed
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Proxy Group of Six AUS Utility

Reports Water Companies

American States Water Co.
Aqua America, Inc,

Artesian Resources Corp,
Celifornia Water Services Group
Middiesex Water Campany
York Water Company

Average

Proxy Group of Three Value Line

(Standard Edition) Water Companie’s

American States Water Co,
Aqua America, Inc,
California Water Services Group

Average

Notes:

Carglina Water Servics, Inc.

jected al Gro ate
1 2 3 4 5 8 z 8 2 10 11 12 13 14
2003 2007-2009 2007-2009
Annual
Common Return on
Comman Total Common Commen Total Common Equity ROE Retum on Average Proiected
Equity Capital Equity Equity Capital Equity Growth Adjustment Commen Common Retention Internal
R (1) ($ mil (1) ($ mill) (2) (VX0 ($ mil) (1) ($ mii) 3) Rate (4). Factor (5) - Equity (1) Equity (6} EPS(1) 0OPS(1) Ratio (7) Growth (8),
48,00 % $442.30 $212.30 48.00 % $700.00 $336.00 982 % 1.06 % 10.50 % 1103 % k2,00 $0.96 520 % 6.7 %
48.80 1,366.70 658.87 46,00 1,380.00 634.80 -0.74 1.00 13.00 13.00 1.20 0.65 458 6.0
NA NA NA NA NA NA NA NA NA NA NA NA NA
47.00 §20.30 244,54 50.00 840.00 420,00 1142 1.06 11.00 11.66 2,00 119 410 4.7
NA NA NA NA NA NA NA NA NA NA NA NA NA NA
NA NA NA NA NA NA NA NA NA NA NA NA NA __NA
55 %
48.00 % $442.30 $212.30 48.00 % $700.00 $336.00 962 % 1.06 % 10.50 % 11.03 % $2.00 $0.96 520 % 57 %
48.60 1,365.70 858.87 48.60 1,380.00 670.68 0.36 1.00 13.00 13.00 120 0.65 459 8.0
47.00 520.30 244.54 47.00 840.00 394.80 10.05 1.06 11.00 11.85 200 1.18 410 4.7
5.5 %

INA = Not Avaltable

)
@

From pages § thirough 12 of this Schedule.

Column 1 * colutn 2.

Column 4 * colufn B,

Five vear compound growth rate in commen equity from 2003 to 20072008 or ((((column 6 / column 3) * (1/8)) - 1)).
2 {(1 +colurnn 7) /(2 + column 7)) .

Colurnn 8 ¢ coluinn 8.

1+ {column 12 /'column 11).

Column 10 * column 13,

Source of Information:  Velue Line investment Survey, January 28, 2005, Standard Edition and Smell- and Mid-Cap Edition
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1988 79501990 1091 | 1952 1993 1994 | 1995 | 1996 {1997 |1998 | 1999 | 2000 | 2001 | 2002 2003 | 2004 | 2005 | © VALUE LINE PUB.,INC. | 07-09
a5l o12] 9m| 95| 1010] 927| 1043| 103 | 1137| 1144} 1102 1281} 1217 | 1305) 1378 1398 | 1375] 14.80 |Revenues per sh 15.80
113| 144| t49] 78| 181 1e7| 16| 7| 175| 15| 204 | 228| 20 25} 25 208| 250 2.80|“CashFlow” persh 340
el el sl tie| 15| am| es| tos| 193] 104} 108 199} 428} 135 1) T2 146 145 {Earnings pershA 200
gl sl | m| 7| 7o) sl s| e &) s) 85| 86| s7] 87 M B3| .50 |Div'dDecidpershBn 96
S 2g 28| 27| 2| 19| 24| 21| 240| 28| 31| 4M[ 30T 318 288 376| 405| 415|CapiSpendingpersh | 360
7o7| 731| 7s4] 0| sas| oss| too7| 029 1101) 14| 18| 1182) 1274 | 82| WUE 1397 | 1485 15.35 |Book Value persh 17.50
SE o 9 S0 9% | TTA[ V7 [ 77| 185 | 4| B[ e | iz | B[ B ] 1675 | 77.25 | Common Shs Oulstg © | 1900 |
Tt BE[ 8| WA| 1ZB| TiE| 128| 75| 15| 11| B9 167 | T3 318y 240 Avg Annl PIE Ratlo T20
el m| m| s| s| ) sl gl m) s sy erf 103) B 1004 18 109 Relative P/E Ratio 25
qanl 77| 75%| 70%| 6% | 53% | 66% | 67% | 58% | 55% | 50% | 42% | 42% | 3% | 36% | 35% 37% AvgAn'lDivdYield | 3.8%
CAPITAL STRUCTURE as of 9/30/04 737 1208 | 1515 | 1538 | 81| 1734 | 1840 | 1975 | 2092 2127| 20| 255 |Revenues (§mil) 300
Total Debt $258.1 mil. Due in 5 Yra $60.0 mill 13| 12| 135 wi] s w1) ol 204| 203 119] 15| 250 NetProft{$mil) 380
'-Togjl.'*f%ﬁ mill. ,'ETO'X"‘“”’ $16.0 mil. Bon O 5% | A% | d09% | 460% | H5.1% | 43.0% | 380% | 435% | 40.0% | 40.0% [income Tax Rate w0%
(Total inferest coverage: 2.0c) Ll el e el ] el el MRl NIAFUDGHhioNetProft | NI
Leases, Uncapitalized: None BT TE 1% | B0 | T6% | 510% | 475% | 549% | 520% | 520% | 51.0% | 510% [Long'Ter Deb Ratio | 520%
Penslon Assets-12/03 $46.7 mil 555% | 525% | 57.3% | 56.3% | 5.7% | 484% | 51.9% | 44.1% | 480% | 46.0% | 40.0% | 49.0% |Common Equity Ratio | 48.0%
Oblig. §58.9 mil. i 135 | 7305 | 2560 | 2684 | 2771 3282 | 3714 | 4476 | 444 | 423 | 490|545 |Total Capital (Smilf 700
Pid Stock None Pfd Div'd None. 3140 | 250 | 3578 | 3636 | 4148 | 4495 | 5001 | 5308 | 5633 ) 6023| 650| 710 ;Net Plant (mil) 850
Common Stock 16,669,482 shs 1% T T2 | 69% | 6% | 70% | 66% | 4% | 61% | 65% | 4% | 60% | 65% RenrnonTotalCapl | 7.0%
as of 1113104 oa% | oou | o0% | 82 | 04% | 100% | 92% |104% | 95% | 56% | 90%| 8.5% |RetunonShr.Equity ) 10.5%
MARKET CAP: $425 million (Small Cap) o5 | 100% | 00% | 9% | 94% | 101% | 9% |10.1% | 95% | 56% | 00%| 9.5% |RetunonComEquiy | 10.5%
CURRENTPOSTION 2002 2003 O/a0i04 | 16% | 20% | 24% | 1B% | 21% | 28% | 30% | 38% | 35% NUF | 3.0% | 3.5% |Retained fo Com Eq 55%
ML sa% | 7o% | 73% | sow | 78% | 72% | €% | 65% | 65% | 13% | 76% | 58% |Al Divids fo Nt Prof 8%
Cash Assets 184 128 68
Receivables 0.8 11.8 14.5 | BUSINESS: American States Water Co. operates as a halding of Big Bear Lake and in areas of San Bemardino County. Acquired
nventory (Avg Cst) 3 34 13| company. Through s principal subsidary Southern Califomia  Chaparral Cty Water of Arizona (10/00); 11,400 cusiomers. Has
Current Assets ~578 ~584 475 Water Company, it supplies water fo 75 communities in 10 about 520 employees. Of. & dir. own less than 1% of common

counties. Service areas include the greater mefropolitan areas of  stack (4/04 Proxy). Chaimman: Lloyd Ross. President & CEO: Floyd

Accts Payable 118 188 190 o aneles and Orange Counties. The company also provides Wicks. Incorporaed: CA. Add: 630 East Foothl Boulevard, San
Other 19.6 20.3 26.8 | electric uility services o approximately 22,000 customers inthe cty Dimas, CA 91773, Tel.. 808-384-3600. Web: www.aswater.com.
g:;."g':g“ég"l 2;:;; 2259‘,12 2;;7,? American States Water will have to We look for American to grow earn-

contend with increasing infrastrue- ings by 25% in 2005. Earlier this year,

Qmmzﬁs 1525%% spf%y Es:;d.,,?}“';“ ture costs going forward. The company the CPUC approved additional rate in-

Revenues y % 25% |was forced to purchase water from creases for Region II and III customer
“Cash Flow” 309, 50% 60% | wholesalers in the second half of 2004, as service areas of its SWC unit effective this
Eamingss 5% 13 95% | wells were taken out of service for water month. The rate increases there will pro-
Book Value 43% 40% 40% | quality and maintenance reasons. We vide additional annual revenues totaling

remain concerned about these circum- in excess of $5 million.
Eg;:r Mggﬁkﬁvmfgo‘sgﬁ)ﬂ ;e“;'r stances, as_industry standards will likely These untimely shares hold minimal
2001 | 403 49' 3 59' 1 47'9 o7 only intensify moving forward due to the capital gains appeal ... Although the
5002 | 445 528 616 503 | 209 threat of bioterrorism and the age of some recent rash of faverable CPUC decisions
2003 | 467 518 637 505 | 212 of current systems. Px_‘olonged. well augurs well for the company’s top line, we
2004 | 467 593 690 550 | 230 closures can  substantially  impact suspect that AWR will have to tap equity
205 | 5320 660 760 60.0 | 255 margins, given that purchased water can and debt markets in order to keep up with
cat EARNINGS PER SHARE A ol cost more than five times water pumped growing government regulations, as it is
S | Mar31 Jun.30 Sep.30 Dec.3t| Vear | from company wells. strapped for cash at this time. Such moves
2001 5 33 3 TREES Still, regulatory relief likely helped would not only dilute earnings, but could
02| 25 % 5 B 134 the company close out 2004 in sirong also limit AWR’s ability to participate in
003 | 20 13 51 d12 77 | form. The California Public Utilities Com- the growing acquisition market.
208 | 08 30 52 .26 | 11| ™ussion (CPUC) has been handing down ... but ought to pique the interest of
2005 | .24 .33 .60 .28 | 145] some fav(c:;-albi3 dﬁcilsions 11)n a mﬁre timely income-(i):lriented investors. The compa-
) ARTERL e manner of late, bhe ping boost the compa- ny recently raised its quarterly dividend
eﬁ:la, Mg::i‘l Ju:.::]nwlgim?omgec.u 5:3, ny’s top line consndera}:ly._ Speciﬁcally, the by 2%, marking the 50th consecutive year
o0 | 217 27 211 217 o board granted rate relief in Regions II and that management has increased its annual
002 | 217 217 U 87 II in tpe. amounts _of $0_.4 million and dividend to sha_u'eholders. We expect that
003 | 21 2 2 2 88 $15.8 million, respectively in late August. the company will continue to increase pay-
2004 | 221 1 21 28 g | These orders followed an $8.1 million in- outs moving forward.
2005 crease in Region III in March. Andre J. Costanza January 28, 2005

(A) Primary Excludes ing | (B) Ji.v'ldends historically paid i eanly-March, | (C) In milions, adjusted for splits. Company’s Financial Strength B+

ga¥ns: '94, 73¢; '92, 13¢; '04, 14¢. Next eam- | June, Sept ber, D A = Div'd einvest ) » i’ Stoca‘s ;ﬁceISiability g 80

ings report due late Aprd ment plan avaitable. Price Growih Persistence 80
Earnings Predictability
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123 128 2] 108 125] 144} 135] 120 156 | 178| 25] 212 BZ| 238 236 2451 21 Avg Ann‘IPJE Ratio 230
1.02 98 .16 69 R(] 85 B9 80 98| 103} 117} 1A 118 121 1281 142 130 Relative PJE Ratio 1.55
65%| 69%| 77%| 72% | 68% ) 59%| 60% | 62% 49% | 3.9% | 29% | 3.0% | 33% | 25% | 25% | 25% | 23% Avg Ann’l Div'd Yield 24%
CAPITAL STRUCTURE as of 9/30/04 1086 | 11701 1225 1362 | 1510 25713 | 2755 | 3073 3220 | 3672 440 490 | Revenues {$mil) 600
Total Debt $961.5 mil Due In 5 Yrs $211.9 mil. 56| 190| 198| 232 288| 450 507 585 | 627 ©67.3) 80.0] 950 [Net Profit (milf) 120 |
=) DEP’*Z? mil Ll inferest $450mil. |y | d0a% | A14% | A06% | H05% | 34% | 38%% | 30 %% | 3B.5% | 30.0% | ¢0.0% | 40.0% fincome Tax Rafe w0%
(Tolal nferest coverage: 3.5¢) oon | tem | 1% | 4o | a3 | 44w | 5% | 21% | 22% | 32% | 3% | 35% |AFUDCY%1oNetProfi | 40%
Pension Assets-12/03 $108 7 mill. 502% | 51.0% | 541% | 544% | 52.1% | 52.9% | 520% | 522% 54 2% | 514% | 58.5% | 54.5% |Long-Term Debt Ratio 540%
Oblig. $150 1 mill. | 47.4% | 464% 44.0% | 44.6% | 46.6% | 46.7% [ 47.8% |47.1% | 45.8% AB.6% | 46.5% | 45.5% |Common Equify Ratio 46.0%
Pfd Stock None T34 1 a0 | 4017 | AZ2] 496 | 7827 | 9011 | 9904 | 10762 | 13657 | 1325 | 1315 [Total Capital ($mil) 1380
Common Stock 83,254,277 shares 2857 | 4369 | 5029 | 5345 | 600.8 | 11354 [ 12514 | 1368.4 | 14308 18243 | 19251 2025 |Net Plant ($milf) 2300
e T0% | T7% | 68% | 74% | 76% | 7.6% | 74% | 78% | 76% 64% | 7.5% | 8.5% |Return onTotal Cap’i 9.5%

as of 1012504 104% | 11.7% | 10.7% | 11.9% | 123% | 122% | 11.7% | 123% 127% | 102% | 11.5% | 13.0% |Return on Shr. Equity 13.5%

MARKET CAP: $2.3 hillion (Mid Cap) 103% | 1.7% | 11.2% | 12.0% | 124% { 12.3% | 11.7% | 124% 12.7% | 10.2% | 11.0% | 12.0% |Return on Com Equity 13.0%

CURRENT POSITION 2002 2003 9mo0jod | 21% 35% | 28% | 3.6% | 45% | 43% | 41% | 5.1% | 52% | 42%| S.0% 6.0% |Retained fo Com Eq 6.5%

Cas MAILsLsLts 497 392 186 e1% | 71% | 7% | 7o% | 64% | 65% | 60% | 59% | 89% | 59% 59% | 54% |All Div'ds to Net Prof 53%

Receivables 57.7 523 710 | BUSINESS: Aqua America, Inc. is the holding company for water ~ 7/03; and others. Water supply revenues '03: residential, 59%;

lonmtory (AvgCst) ;9 g? g? and wastewater utltiies that serve approximately 2.5 milion resh- commercial, 17%; industrial & other, 24%. Officers and d':ecuérs

1147 1124 ~T033 dents in Pennsylvania, Ohio, New Jersey, Ilinos, Maine, North own 1.4% of the common stock (4/04 Proxy). Chairman & Chief Ex-
g:cr:n; Ass;tes 13:";, :1;%; ?g; Carolina, Texas, Florida, Kentucky, and five other states, Divested ecutive Officer: Nichol Benedictis. Incorporated: Pennsylvani
aya y " -2 | soree of four non-water businesses in '91; telemarketing group in  Address: 762 West Lancaster Avenue, Bryn Mawr, Pennsylvania

3??1“ pue 1223 1%35 1%?% '93: and others. Acquired Consumers Water, 4/99; AquaSource, 18010. Telephone: 610-525-1400. Intemet: www.aquaamerica.com

er A A A 3 3 9 L 5 3 4 “ . & L

Current Liab. “®65 2320 2858 o look for A Ameri T T 5

qua erica to post an this would raise revenues by about $12

Fix. Chg. Cov. 7% 3% - 33 1,% earnings gain of 12% in 2005, following million per annum. Utility commissions

:de'fa‘:Alz RASI;ES 1';?1 :@2 E‘:od.,;_‘.';,os last year’s likely advance of almost 12%. are more apt to award increases due to ris-

Revenues 40% 75% 80% | The revenue increase was primarily a re- ing capital costs rather than operating ex-

“Cash Flow” 85% 105% 70% | sull of acquisitions. Heavier-than-usual penses. In Aqua’s case, rate increases have

Eamings. S 5% 90% | rainfall in 2004’s final quarter likely also been influenced by the it’s ability to

Book Value 80% o5% 60% | dampened earnings by als mgch as $0.03. 'lfwer the ratio o{‘ expenses l:;,o revenues.

REVENUES B i Aqua America completed 29 acquisi- This untimely stock’s price-to-
eﬁ:'a'r Mg,uqu Tfﬁ:"vsn Se 3%63':231 YFe“’;" tions in 2004. These purchases were pri- earnings ratio is somewhat above its
Y '3 P 13073 marily funded with long- and short-term traditional norm. Consequently, despite

201 | 702 713 87 73 73| debt. Unsecured notes were the company’s decent earnings growth prospects, this

2002 | 717 766 919 818 | 3220 p P s gr osp

2003 | 805 834 1021 1012 | 3672 preferred way of securing capital, and the equity’s appreciation potential to 2007-

2004 | 998 1065 1203 1134 | 440 year-end close of the ratio of long-term 2009 is unattractive. The percentage of

2005 |190 120 130 130 | 490 debt to total capital was probably 54%. dividends to net profit has been generally

EARNINGS PER SHARE A The interest rate on most of the company’s trending down since 1994, and we don’t
eg::r Mar31 Jun30 Sep30 Dec.3t \f:a“r current long-term debt is in the range of expect this to be reversed in the coming

1 4B 2 1 T 6e] O% to 6.5%. The first addition of 2005 was years. The increase in retained earnings,

w02 | 4 6 25 17 ” gswabgr syzt:m in Texas at :h cost of al}:{out gmlx)zbinedl with the fl.ikeliness of a ri:]ilng

i ‘ i k 95.000. Agua sees its southern markets debt level, accounts for our rojection that
. 18 . ; i > . ; pro}

5232 }; ”}9 % ;g :g as ax; appealing expansion avenue. earnings érow’th in the coming 3 to 5 years

2005 19 23 21 2% ‘95| The company has been relatively suc- will exceed the 8.5% average increase (per

cal. | QUARTERLYDNVDENDSPAD®= | Ful cessful in achieving rate increases, Annual Rate box) over the past 10 years.

en:a', Mar3! Jun30 Sep.3d Dec3! vear | Within this heavily regulated industry. The company’s top rank for Earnings Pre-
—_——L;ﬂl . ; Most recently, Aqua won a 5% rate hike in dictability, along with high marks for the

%gg; 132 (1)32 (1)82 }‘133 ﬁg Pennsylvania. This is equivalent to $13.8 Stock’s Price Stability and Growth Per-

2003 | 412 112 112 12 46 !ni;]jion in ia;nnual re\ir_enues. hTihke z.:onrg;ny sistence, may well appeal to conservative

204 | 12 2 12 1B 29| is also on the verge of a rate hike in as, investors.

2005 | .13 which should be finalized in May. If so, Marc Denton January 28, 2005
{A) Primary shares outstanding through '96; disc. operations: '86, 2¢. Next earnings report | (C) in millions, adjusted for stock splits. Company’s Financial Strength B+
diluted thereafter. Excl, nonrec. gains {losses). | due early Februargﬂ SB) Dividends historically Stock's Price Stability 85
'80, (38#3; '84, (34¢); '92, (38¢); '99, (11¢); "00, | paid in early March, June, Sept. & Dec. = Divid. Price Growth Persistence 95
2¢;°01, 2¢; °02, 5¢; '03, 4¢. Excl. gain from tment plan available (5% discount) Earnings Predictability
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RECENT PE Tralling: 210 \| RELATVE DvD 0,

CALIFORNlA WATER NYSE-CWT |PRICE 35.12 RATIO 22.7 (Henﬁan: 115 J|PEE RATIO 1.21 D 3-2 /0
TuELNEss 3 reesws | [EE| 28] 23] o] G43| Ga5| a| e nE| 28| 55 #il %3 T s 2000
o 3 e | B .
TECHNICAL 2 Raisdipis | dhvided by lusest Peto . 8
BETA 75 (1.00=Market) 2ar-1 splt 1188 il e “
700709 PROJECTIONS | “Baousd ares indicaes recession - e e AP

Ann’l Total R T o y L Ty TSI M T WL L e R 24
Price  Gain_ Re;:/m = ‘:“f" il bl 1 20
doh 33 W) 3 e M L I S 16
Insider Decisions 12
MAMJIASON] b wd N
By 001000000 -
Qs 0 00000000 R L | 5
Sl 000000001 Ser ] Teet [ RORS A LN R e, % TOT. RETURN 12/04
lnstitutic:g;:ﬁbeggxnszm o b e 1 B Jus  VLamm

by @ % ®|owe 3 ' i & &

Lo s aosy o4 | moed 'S T Sy. 572 768 |

1988 | 1989 ] 1990 | 1991 1992|1993 4994 1995 | 1996 | 1997 [1998 | 1999 2000 | 2001 | 2002 | 2003 | 2004 | 2005 ©VALUE LINE PUE,, INC. | 07-08

4003] 1033} 1093| 1118| 1228| 1334 1258 | 1317 | 1448 1548 | 1476} 1596 1616 | 1626 | 1733 16371 | 1745 1845 Revenues per sh 20.65

187 180| 197 198} 192] 225| 202 2071 250 292 260} 27| 252 220 265! 2511 205| 310 |%CashFlow” persh 360
123 1201 125) 121 109! 35| 12} 117} 151 183 145 1537 131 9% 1257 12 1.58| 1.70 |Earnings persh A 200
.80 84 87 20 83 .96 | 10| 104] 108) 107 100 110 2 442] 42| 183 1.4 | Divid DecPd persh B 118
712 240| 236 303] 309] 258 296 | 27| 2831 261 274 34 2451 400 | 582| 448 34| 3.65)Cap’l Spending per sh 390
0301 966! 004| 1035| 1051) 1080 1156 1172} 1222 1300 | 1338 | 1343 1200 1295 | 1342 1444 | 1555 1580 Book Value per sh © 18.25
i34 11.38| 11.38] 11.38| 11.38| 11.38 1740 | 1254 | 1262 | 1262 1262 | 1294 1515 | 1548 | 15.18 | 1603 | 18.95| 18.70 jCommon Shs Oustg 0 | 23.00
11.5 1061 04| 12| 41| 36| 141 B7] 9| 26| /8| 1B /6| 21 198 221 18.5 Avg An’I PE Ratio 160
95 .80 a7 12 86 .80 92 82 15 13 9 1.04 127 139 108 128 87 Relative PIE Ratlo 1.05
57%| 66%| 67%| 66%| 61% | 52% 58% | 64% | 58% | 46% | 42% | 40% 4% | 44% | 45% | 42%| 39% Avg Anr’l Div'd Yield 4.0%

CAPITAL STRUCTURE as of 9/30/04 1573 | 1651 | 1828 1953 | 1863 | 2064 208 | 2468 | 2832 2774 320 345 | Revenues ($milf) 475

Total Debt $272.8 mil. Due in § Yrs $11.0 mill “al 7] 191 283[ 184 199 200| 144 1911 194 290! 320 {Net Profit {$mill) 450

LT Debt $2740mil  LTInterest$175mib. (0% [A0T% | BO% | 5T 4% | Bd% |31 9% |423% | BA% | 397% | 309% | 40% | 400% lincoms Tax Rate 0%

N X . . .- .- - - .- .- - .- - .- Nil Nil {AFUDC % to Net Profit Nil

(LT iterest amed: 4.2 ol nt. cov- 3.8 ST BT T | W [ W | 0% |16%% | S0%% | 553% | 523% | 48.5% | 48.5% [Long'Tem DebtRatio | 48.0%

Pension Assefs-12/03 $88.4 mill 52.2% | 49.7% | 514% | 53.5% | 54.7% | 520% 50.2% | 48.8% | 44.0% | 47.0% | §0.5% | 49.5% Common Equity Ratio | 50.0%

Obiig. $63.2 mill 60| 260 | 2999 | 3067 | 3086 | 4338 | 2865 | 4027 | 4531 5203| 570 600 | Total Capital {$mill) 340

:g%%c:hsfi s o 2.“'"’&;5 ';‘g‘ w7 | 42| w36 4604 | 4783 | 5154 | 520 | 6243 | 697.0| 7595| 00| 850 |Net Plant (bmill 985

0D shares, & ulafive (325 p Tia ek B | OM% | TH% | 78% | 68% | 5.5% | 50% | 56%| 6% | 70% ReunonTotalCapl | 7.0%

Common Stock 18,345,496 shs o7 | o8% | 121% | 139% | 107% {112% |100% | 72% | 94% | 78% | 10.0% | 10.5% |Returnon Shr. Equily 11.0%

as of 11/4/04 09% | 9.9% | 12.3% | 14.1% [ 10.8% | 11.4% 104% | 7.2% | 95% | 7.9% | 10.0% | 10.5% |Refurnon Com Equity 11.0%

MARKET CAP; $650 million (Small Cap) 19% | 12% | 38% | 6.0% | 2B% | 35% | 18% NMF { 1.0% 7% | 3.0% | 3.5% |Refainedto ComEq 45%

CURSI;‘%LM' POSITION 2002 2003 O/30/04 | 81% | 88% | 69% | 58% 78% | 70% | B2% | 11%% | 90% | 91% | 72% 67% |All Div'ds to Net Prof 60%

Cash Ass)ets 1.4 29 33,4 | BUSINESS: California Water Service Group provides requlated and  (11/00). Revenue breakdown, *03: residential, 70%; business, 18%;

Other _ 413 _ 406 _ 48.7| nonmeguisted water senice to over 2 milion pecple (461,200 cus- public authorities, 5%; industrial, 4%; other, 3%. ‘03 reporied

Current Assets 230 435 818 | iomers) in 98 communiies in California, Washington, and New deprec. rafe: 2.2% Has about 815 employees. Chairman: Robert

Accts Payable 937 238 268 | Mesico Main service areas: San Francisco Bay area, Sacramenio W, Foy. President & CEO: Peter C. Nelson. inc.: Delaware. Ad-

Deb;rDue %gg 322 37'% Valley, Salinas Valley, San Joaquin Valiey & parts of Los Angeles.  dress: 1720 North First Street, San Jose, California 95112-4598.

Current Liab. -—m -—m -—m Acquired fonal Utility Company (5/04); Rio Grande Com. Telephone: 408-367-8200. Intemnet www.calwater.com.

Fix. Chg. Cov. 250% 218% _ 201% | An improving regulatory environment er. Purchased water can cost five times

ANNUAL RATES  Past Past Estd'01°03| augurs well for California Water Serv- more than internally preduced supplies.

dchengefpersh) 10, 5Yrs. 10’008 1 jee Group. Despite sluggish and unfavor- We look for growth to pick up as the year

Revenues 30% 20% 35% | aple rate case rulings in recent years, it progresses and as wells are restored.

Cash Flow’ 20% -15% 65% s : :

Eamings 5% £5% 100% | appears as though the California Public Infrastructure costs ought to limit

glvtl,?(e\l}df %g://: }-g:;: ggz/fv Utilities Commission (CPUC) has turned profits out to late decade. The costs of-

ook Value - : .0% | over a new leaf. Recent decisions signal well and pipeline upkeep has risen and,

Cal- | QUARTERLY REVENUES (§ mil) Full | that the regulatory climate is improving with the threat of bioterrorism looming,

endar | Mar31 Jun30 Sep30 Dec3l| Year | and that the current regulatory bedies’ should increase over the next few years.

2001 | 470 670 763 565 | 2468 | policies are becoming more-business Such costs will force Cal to issue more

2002 | 517 692 814 609 | 2632 friendly. CWT has filed its 2004 general debt and stock in order to pay the bill.

503 | 513 680 82 696 |2771| rate case for eight districts, including These shares are not for everyone ...

2004 | 602 889 971 738 | 320 | Salinas. The filing, which covers roughly They are ranked 3 (Average) for Timeli-

2005 | 650 900 105 850 | 35 | 20% of its total customer base, requests a ness. Moreover, they offer little 3- to 5-

Cal- EARNINGS PER SHARE A E Full | $26.5 million in rates in 2005, with in- year gains appeal, as the 20% surge in

endar |Mar31 Jun30 Sep30 Dec31| Year | creases of $6.3 million in 2006 and 2007. share price since our October review dis-

2000 0t 34 33 20 9 | Meanwhile, the company also has other counts any gains we envision at this time.

2002 12 13 50 20| 125| cases still pending with the commission. Cal shares are already trading slightly

2003 | d05 30 53 41| 121| Favorable decisions would prove our es- above our 2007-2009 Target Price Range.

gga; gg gg 59 .32 g‘ timates fairly modest. However, .. . but should interest those looking

- - Jo__36 .70 | We look for earnings growth to mod- for some income. CWT offers an above-
cal- | QUARTERLYDIVIDENDSPADBa | full | erate in 2005. We are especially con- average dividend yield. Investors should
endar |Mac31 Jun30 Sep3d Dec3ti] Year | cerned about first-half comparisons, as also find solace in the fact that the board

2001 | 2719 219 2718 279 | 112 heavy rainfall has put many of the compa- of directors has increased the company’s

2002 § 28 .28 28 28 112| ny’s wells out of commission in the past annual payout in each of the last 37 years.

2003 | 281 281 281 281 | 112| few months. As a result, Cal has been The stock also carries a 2 (Above Average)

2000 | 283 283 283 283 | 113 forced to purchase water to meet demand, rank for Safety.

2005 pushing operating costs considerably high- Andre J. Costanza January 28, 2005
(A) Basic EPS, Excl. nonrecurring gain {loss). | (B) Dividends historically paid in mid-Feb,, g;) Inci. deferred charges. In '03: $38.0 mil, | Company's Financial Strength B+
00, (7¢); '01, 4¢; Q2 02, 8¢. Next earnings May, Aug., Nov. » Div'd reinvesiment plan . 25/sh. Stock’s Price Stabilify 95
report due late Apri. available. iD} In millions, adjusted for spiit. Price Growth Persistence 0

E) May not tofal due to change in shares. Earnings Predictabllity
R R o e bk R bk e Sltgemstbeb gt Y To subscribe call 1-800-833-0046.
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% . -|RECENT 17 82 TRAILING 17 5 RELATWVE 0 87 DVD
' E \ NDQ.usgx ' . |PRICE" - PFE RATIO" PERATO V,Of VLD . .
] 12.88 18751 - 1897| - 1873} 2004 21.23
 775) - 8 9 983 10.50 1250 1469 |- 1373 15.77
PERFORMANCE 3 sverage LEGENDS : . ‘ E ’ :
3 T:—%zeilgou%erdg;eﬁv . '1 T "'.'.'..,, . l.) s = 1 18
poegll £ 030 DI e S
Average Shadsdmmd!ﬂtesmcsdm J i spats [T g -‘-'_:'-'._ S S 8
(4.00 = Market) J ° T e T S
! - .‘-.. - * Pl * .‘ 3 e i bl 5
. s ; ; o i 4
al Strength, B+ = 3 -
85 2
Perslstence 75 4
- " . . N — . : — " 325
sm"'c‘ab““v 70 - — 1 | T T 5 LRI YO i 1T T T ol
: o TN mnninnm T - {thous)
LINEPUBLISIHNG. INC.| - 1595 1997 1998 1999 2000 2002 2003 2004+ 2005/2006
w452 472 439 1. 535 539 598 612 | - AL
LOW" PER SH 84 1.02 1.02 119 i .88 1.20 115 - 2
‘G_S PERSH ' - 80 87 [ 76 51 73 61 LB0S/NA i
| bV'BS DECL’'D PER SH 55 - .57 ) .60 ! 63 - B85 L
CAP'L SPENDING PER SH ) 1.20 - 268 © 283 - 182 1.59 20 1.87
| BOOK VALUE PER SH 5.85 . 600 .80 "595 | .°6.88. 7.39 .. 7.60
COMMON SHS OUTST'G (MILL) . B4T 8.54 - 8.82 - 10.00 . 1011 70.36 10.48
AVG' NN'L: PE HATID H 14.4- 134 162 287 235 30.0 ,
: 90 e 79 1.87 . | . 1.28 gl )
) = 6.4% 6.3% 5.4% o 42% }.. - .3.8% | B87% . - .1:3.5‘7; .
. sm. S (leLl.) 38.0 40.3 43.1 . B4.5 .59.6 619 - 64.1
OPERATING MARGIN . 36.0%, |  37.2% 37.0% . a29% | . 472% |.: AT1% |- 44.0%
DEPBECIATION (SMILL) 28 341 38 49 - 53 " 5.0 - 56
NET. SHOFIT (SMILL) - 5.2 .59 . 65 .53 - 7.0 .78 :. 6.8
N AX RATE 32.8% +34.9% 31.5% 't 33.1% 34.8% | - 33.3% . B2.8%
T.MARGIN 136% |- 145% |- 15.1% 497% | =117% | :125% | . 10.3%
W KING CAP'L (SMILL) 20 d2.9 146 d27 i +d.9 d9.3 di3.3
“TERM DEBT {$MILL) 53.0 52.9 78.0 811 881 8755 B7.4
EQUITY (SMILL) - 51.9 56.2 .77 L T4T 76.4 . 80 8 B3.7
RETURN ON TOTAL CAP'L . BA4% 6.8% w 8.7% 4.9% | 5.6% “8.0% .| ¥ 50%
HETURN ON SHR. EQUITY - 10.0% .104% .. 9.1% 2 TA% P 01%;| . 96% |. #eT78%
\ | RETAINED TO COM EQ - B% | - V7% 1.8% 25%  NMF 5% |- 1.3% NMF
" { ALL'DIV'DS TO NET PROF 92%.. 85%: 81% * B%m 121w | 94%. B7% 106%. - b
; ‘Na of analysrs changlng gam.est. in last 15 days: 0 up. 0 down. consansus Syaar earrungs growth 6:0% par year. BBased upon one analysts pstimate; CBased upon one analyst's esumale 1
A ETS (smm..) zooz 122008 % 9130/04 .
Cash Assels ) 28. 30
Redelvables + %’ 92 : 57 11 3 ‘ Water Company, th:ough 1ts sub-
Inventory (A"Q cost);, 12 14 16 | sidiaries, engagesin the ownership and operation ‘of régu-
Obel 10 _43. 1D} 1eeq li tral and southern Ne
03 144 185 ated water utility systems in central and southern New
= . Jersey, and in Délaware, as well as a regulated wastewafet‘
Proparty, Plan!. * i utility in southern New Jerséy, Its New Jérsey water U ility
+ 8 Equip, atcost o 2503 2584 ¢ - system (the Mlddlesex System) provides water ‘services to.
~ ﬁﬁ%ﬂgﬁﬁy n, z‘ﬁi 2‘333 el i in central-New Jersey, The Middlesex
5] other-- t < 128 118 164} System also pro d S watcr servxce under contract to mu--
+1 Total Assets T. . 2448 2632 7R 9\ nicipalities in central New Jer sey. The company operates the
A water supply system and wastewater system for the city of
:;lctﬂsllﬁl':liaaésmln) 21 48 74 Perth Ambgy in New Jersey in partnetship, With its subsid-
ot ; 183 136 71 | iary, Utility Service Affiliates (Perth Amboy), Inc: Its other;
; .92 - _83 104 | New Jersey subsidiaries” provide water, and wastewater
Curent Liab 296 @ 217 246 | services to residents in Southampton Township. The con
P w _pany’s Delaware subsidiaries, comprising Tidewatef Uuh-,
b . o ties, Inc. and Southern Shotes Water Company, LLG: offer
.‘;Oyseoﬁgg I&EW AND EQUITY " F Water's o Tetail customers in New Castle, Kent, and
‘ Sussex ‘Counties. Has 209 employees: CE.O: & Presiden ]
endar {11075 a4 30, 4 |Year Ig!gl l:'::at;t1 gg(g%nmz ©  puel5Vrs.NA | J. Richard Tompkms Inc.; NJ: Address: 1500 Ronson Road, .
el mil o
\2_002 ‘155 . .153 458 161 | 644 [oiding Cap. Leases NA Iselm, NJ 088";}9 Telst - (732) 634-1500. Internet:
gpo3 | 61 161 161 165 | .65 50% of Cap.l) http:/arww. rmddl cxwate; com. A0
2004 | 165 165 165 - 168 -| 86 | Leases, Uncapitalized Annual rentals NA T - i —
2005 | . RO January 28 2005
e T K - Penslon Liablllty $5.1 mil. in '03 vs. $5.3 mill. in 02
INSTITUTIONAL DECISIONS -~ - TOTAL SHARE LDER RETURN ~ »»iw i
1Q°04 2Q'04: : - 3Q°04 Pid S(ock $4 1 mi Pid Div'd Paid $ 3 il Dividends plus apprac:al:an as of 12/31/2004
47 19 12 (2% of Cap")
s’ B 1 .3Mos.; > 8Mos. . tyr 3Yrs. 5Yrs. .
: Commnn Stock 11 327,237 shares -
1911 1882 {48% o Cap') 6.61% .0.82% ' .-3.39% . 23.60% A1 99%
“fighis feseved; Faciual material is obtained from sources bahaved to be reliabie and is prowdad wilhout warraniies of .any kind,

gnorgg N S OR OMISSIONS HEREIN. This p is stricly for ¢ intemal use. bo par IV subscnbe call 1-800-833-0046;
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YORKWATER 00 sovmm . [ 1966 i 255 [ 121 -

e i 1533 72047
7 A ] | .. 850 12,30
PERFORMANCE 4 Svaege |[  LEGENDS '
. —— 12 Mos Mov Avg — L =L 4 o _
T 3 e | PORERP] 1T MU
SAFETY 3 Averaga .Shadedaraahf!ixflesmssinn - A . i
BETA 55 {1.00 = Markst) * \ v 8
; , cps l
- b : I o 3
. Financial Strength B+ =3
' + | Price Stability ) 75 = -
Price Growth Persistence RMF
Earnings Predictability . P B FTEE T
. : 2N nmiiimill
.| © VALUE. 2001 | 2002...
‘| REVENUES'PER SH ™ Taog | CLa07
“CASH FLOW” PER SH 88 - )
EARNINGS PER SH A 85 80
DIVDDEGL'DPERSH .. . | : — - 51 .. 53
. [CAPLSPENDNGPERSH |~ - EER )
BOOK VALUE PER SH o 569 | 585
COMMON SHS OUTST'G (MILL) . {+:..— 6.31 © 6.36
i "AVG ANN'L PJE RATIO b 17.8 | - 289
"| RELATIVEPERATIO = - . : 82 1.47
, LAVG ANN'L DV'D YIELD N IR 4.3% 3.3%
. | REVENUES (SMILL) 0 T 188 7194 196
NET PROFIT ($MILL) ! . 38 40 3.8
INCOME TAX RATE _ g 358% | . 34.9% % | -
2 AFUDC % TO NET PROFIT I .2.2% 37% | - .| =
i LONG-TERM DEBT RATIO  _ Sm | B02%. | vATTh | 467% | -434% 4 -
3‘ COMMON EQUITY RATIO. ST L 48.8% | B2.3% “53.3% | 566% |- -
TOTAL CAPITAL (SMILL) T - Tg52 | 686 .| 699 | :690 - )
NET-PLANT ($MILL) . - .97.0 102.3 106.7 - 1165 ¢ - ¢
: [ RETURN ON TOTAL CAP'L BN '7.9% 5 17.9% SHF4% | " 85% -
. | RETURN ON SHR. EQUITY ; 1.6%, | 11.2% 102%: | F11.4% | -
: | RETURN ON COM EQUITY 11.6% | 11.2% 102% | « 81.4% | -
. [RETANEDTOCOMEG_ | "N e T 25% 25% | 3% | -28% | -
. 1 ALL DIV'DS TO NET PROF - - - Coee i o= i) 78% 78% J1-88% |.TT% -
;._ 5-year éamings o iwih 7.0% per year, BBased upon 2 analysis’ 65 p
7 , 2002 2003 9/30/4 . _
5 Yr - f Y. 0 - 0 uF D T . S
~| Revenues " - 16--0%"' 28 32 a2, | BUSINESS; . York Water Company engages=in the' im-!
E%,ar:ilgls_o : - 12:‘% It ~i : "g P/ pounding, purification, and distribution of water in York,
Dividends A 50% Y&l ; —;; TR ——4'—7 County, Pennsylvania. The company has two re :
: Book:Value® e S 40% T ae ST 7 | Lake Williams and Lake Redman, which together hold up fo.
 ["Hocal | GUARTERLY SALES (Smill) | Ful Propefty, Plant = ©7 - 2.75 billion gallons of water. It supplies water for domestic,
: Year | 1@ 20 30~ 4Q- jYear} . cgl 5“35‘;&?;:?3&" 1%“ 122‘16 »« | commercial, industrial, dn protectign purposés.The, :
iz] 47 us 5377 47 19| Net Py 1087 1185 . 1384 companysetves' approximately 149,000 people-in 31 mu-
i l1o3103] 148 . 50 58 --53 |208]Oters - ‘ _80.- 69 ¢ .77 nicipalities " izt , York; [County, Penrisylvaiid. It supplies :
3 P liost04fs 54 - 55 56 | Total Asséts . T84 . 1275: 1. 1488 | through the company’s OWI distribution system to the city ;
; 0] R S R B | of York; the boroughs of North York; West York; Manches-,
; * [ Fiscai | EARNINGS PER SHARE ~ [Full gggl;g;g;gmm %o 47 g | temMount Wolf; New Salem; Hallam; Jacobus; Logativille;
| Year | 1@ 22" 30 4G :|Vear| beptDus ' i g a9 418 | Yorkana; - Seven “Valleys; East Prospect; ‘Jefferson;” Glen.
e A %15 | |Ofer - i 20 24, _EO Rock; New Freedom, Railroad; and portions of the town-|
i lyomi2] 4a4 45 - a8 18 jig0 | Curent Liab 55 140 ", 17.0 |- ships of Manchester, East Manchester, West ‘Manchester,’
123103] a2 . 18, 24 #1870 : ' - North Codorus; Shrewsbury, North Hopewell, Hopewell;’
12/3104] 25 96 .18 .96 ot ; ‘ Springetisbury, Spfing Garden, Conewago, Springfield,
1273105} - .26 - M4 e . ,L‘?:‘SG;:EQ;‘;&R‘EPT AND EQUITY York, Hellam, Windsor, Lower Windsor, Dover, and Ja
"~ Qal-: ' QUARTERLY DIVIDENDS PAID | Full £ -~ S §on.’ Has” 92 “Employees. C.E.O. & President: .William;
endar | 1@ 20 3Q  4Q |Year E_t'a;e geg:a gg.ﬂ;ﬁu. Due In 5 Yrs. NA Morris'.‘ Iné.: PA. Address: 130 East Market St ork; PA
.0 miil, . . y ! . 5 -£717Y [ - ¥ Loty A
Zooz 13 43 18 13 |82l d.:'g Sap, Leases NA 174018 ~Tel: mn 845-3601. lej:e_mQt,._‘
gracen | Mpioiyoriisseon. 2 AT
.2.60.5 156 , Leases, Unca_pl!allzfd Annual rentals NA - - ‘ o January 28, 2:005 e g
- ————1 Pension Liabliity None in ‘03 vs. $1.7 mil. in 2 — e
INSTITUTIONAL DECISIONS .. | __ - - L TOTAL SHAREHOLDER RETURN am
1004 . 2004, 3004 | PidStockNone Pfd Div'd Pald Nofie ' Dividiends plus appiaciafion aé of 12/31/2004
4 to Buy 2 ! 5 | common Stock 6,873,823 shares o 3 Mos. SMos.  © 1YR 3yrs, 5Yrs.
) fo Sel 4 6 Wb ., (57°% of Cap') " ' St
k! _ Hidstooo) 661 541 430 L e 1278% =~ 691% 9.90% 45.84%
- ©2005 Valus Line Publishing; nc, Al tigh!s‘ fesarved. Facival maleriais obtained ffom- soiirces befieved to be refizble and is provided without warranties of any kind, . onm
RESPONSIBLE FORANY. ERRORS OR OMISSIONS HEREIN. This ublication is striclly for subscriber's own, ‘nop-commercial, intermal use. No past I
repl ld, stafed. any piinted, electronic or other 10!19._ or used for generaing or markeling any printed or e[ectmn@c pubﬁgqﬁgn, senvics or product.




Line
No.

Notes:

Carolina Water Service, Inc.
Indicated Common Equity Cost Rate
Through Use of a Risk Premium Model
Using an Adjusted Total Market Approach

Proxy Group of Six AUS
Utility Reports Water

Exhibit No. _
Schedule PMA-10
Page 1 of 9

Proxy Group of Three Value
Line (Standard Edition)
Water Companies

Prospective Yield on Aaa Rated

Corporate Bonds (1) 62 %
Adjustment to Reflect Yield Spread

Between Aaa Rated Corporate

Bonds and A Rated Public

Utility Bonds 04 @
Adjusted Prospective Yield on A Rated

Public Utility Bonds 66 %
Adjustment to Reflect Bond

Rating Difference of Proxy Group 0.0 _(4)
Adjusted Prospective Bond Yield 66
Equity Risk Premium (5) 4.0

Risk Premium Derived Common
Equity Cost Rate 106 %

(1) Derived in Note (3) on page 6 of this Schedule.

62 %

— 04

66 %

00 (@
6.6

4.2

10.8 %

(2) The average yield spread of A rated public utility bonds over Aaa rated corporate bonds of

0.43%, rounded to 0.4% from page 4 of this Schedule.
(3) Assumed.

(4) No adjustment necessary as the average Moody's bond rating of the proxy group is A2.

(5) From page 5 of this Schedule.



Exhibit No. ___
Schedule PMA-10

Page 2 of 9
Carolina Water Service, inc.
Comparison of Bond Ratings and Business Profile for
the Proxy Group of Six AUS Utility Reports Water Companies and
the Proxy Group of Three Value Line (Standard Edition) Water Companies
March 2005 March 2005 Standard & Poor's
Moody's Standard & Poor's Business Position
Bond Rating Bond Rating / Profile (2)
Bond Numerical Bond Numerical Credit Numerical
Rating Weighting (1) Rating Weighting (1) Rating Weighting {1}
Proxy Group of Six AUS Ustility
Reports Water Companies
American States Water Co (3) A2 6 A- 7 A- 7 3
Agua America, Inc. (4) NR -- AA- 4 A+ 5 2
Artesian Resources, inc NR .- NR -- NR -- --
California Water Service Group {5} A2 6 NR -- A+ 5 3
Middlesex Water Company NR -- At § A 6 3
York Water Company NR -- NR -- A- 5 2
Average A2 6.0 A+ 5.3 A 5.6 26
Proxy Group of Three Value Line
Standard Edition) Water o
American States Water Co. (3) A2 6 A~ 7 A- 7 30
Agua America, Inc. (4) NR -- AA- 4 A+ 5 20
California Water Service Group (5) A2 6 NR - A+ 5 3.0 —
Average A2 6.0 A+lA 55 A 57 27
Notes: (1) From page 3 of this Schedule
(2) From Standard & Poor's U S. Utilities and Power Ranking List, March 24, 2005.
(3) Ratings and business profile are those of Southern California Water Company
(4) Ratings and business profile are those of Aqua Pennsylvania, Inc
(5) Ratings and business profile are those of California Water Service Company.
Source of Information: Moody's investors Service

Standard & Poor's Global Utilities Rating Service
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Carolina Water Service, Inc.
Numerical Assignment for
Moody's and Standard & Poor's Bond Ratings
Moody's Numerical Standard & Poor's
Bond Rating Bond Weighting Bond Rating
Aaa 1 AAA
Aat 2 AA+
Aa2 3 AA
Aa3 4 AA-
Al 5 A+
A2 6 A
A3 7 A-
Baa1 8 BBB+
Baa2 9 BBB
Baa3 10 BBB-
Ba1 11 BB+
Ba2 12 BB

Ba3 13 BB-



Moody's
Comparison of interest Rate Trends

for the Three Months Ending February 2005 (1

Spread - Corporate v. Public Utility Bonds

Spread - Public Utility Bonds

Corporate Aa (Pub. A (Pub. Util) Baa (Pub.
Bonds Public Utility Bonds Util.) over over Aaa Util.) over
Years Aaa Rated Aa Rated A Rated Baa Rated Aaa (Corp.) (Corp.) Aaa (Corp.) A over Aa Baa over A
December-04 5.47 % 578 % 592 % 6.10 %
January-05 5.36 5.68 5.78 5.95
February-05 5.20 5.55 5.61 5.76
Average of Last
3 Months 534 % 567 % 577 % 5.94 % 033 % 043 % 060 % 0.10 % 017 %

Notes: (1) All yields are distributed yields.

Source of Information: Mergent Bond Record , March 2005, Vol. 72, No. 3
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Carolina Water Service, Inc.
Judgment of Equity Risk Premium for
the Proxy Group of Six AUS Utility Reports Water Companies and
the Proxy Group of Three Value Line (Standard Edition) Water Companies

Proxy Group of Three
Proxy Group of Six AUS Value Line (Standard
Line Utility Reports Water Edition) Water
No. Companies Companies
1. Calculated equity risk
premium based on the
total market using
the beta approach (1) 38 % 41 %
2. Mean equity risk premium
based on a study
using the holding period
returns of public utilities
with A rated bonds (2) 4.2 4.2
3. Average equity risk premium 4.0 % 42 %

Notes: (1) From page 6 of this Schedule.
(2) From page 8 of this Schedule.



Line
No

Notes:

Exhibit No. ____
Schedule PMA-10
Page 6 of 9

Carolina Water Service, Inc.
Derivation of Equity Risk Premium Based on the Total Market Approach

the Proxy Group of Six AUS Utility Reports Water Companies and

Using the Beta for

the Proxy Group of Three Value Line (Standard Edition) Water Companies

Arithmetic mean total return rate on
the Standard & Poor's 500 Composite

Proxy Group of Six AUS
Utility Reporis Water

Proxy Group of Three Value
Line (Standard Edition)
Water Companies

M

@
@
@

Index - 1926-2004 (1)

Arithmetic mean yieid on
Aaa and Aa Corporate Bonds

1926-2004 (2)

Historical Equity Risk Premium

Forecasted 3-5 year Total Annual

Market Retumn (3)

Prospective Yield an Aaa Rated
Corporate Bonds (4)

Forecasted Equity Risk Premium

Average of Historical and Forecasted
Equity Risk Premium (5)

Adjusted Value Line Beta (6)

Beta Adjusted Equity Risk Premium

124 %

6.1)

63 %

110 %

_ 62)

4.8 %

56 %

0.68

3.8 %

124 %

6.1

63 %

110 %

62

4.8 %

56 %

_ 0.73

4.1 %

From Stocks, Bonds, Bills and Inflation - 2005 Yearbook Valuation Edition, ibbotson Associates, Inc.,

Chicago, IL, 2005.

From Moody's industrial Manual and Mergent Bond Record Monthly Update.

From page 3 of Schedule PMA-11.

Average forecast based upon six quarterly estimates of Aaa rated corporate bonds per the consensus
of nearly 50 economists reported in Biue Chip Financial Forecasts dated April 1, 2005 (see page 7 of

this Schedule). The estimates are detailed below.

Second Quarter 2005

Third Quarter 2005
Fourth Quarter 200
First Quarter 2006

5

Second Quarter 2006

Third Quarter 2006

Average

62 %

(5) Average of the Historical Equity Risk Premium of 6.3% from Line No. 3 and the Forecasted Equity Risk

Premium of 4.8% from Line No. 6 ((6.3% + 4.8%) / 2 = 5.55%, rounded to 5.5%).

(5) From page 9 of this Schedule.
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[2 W BLUE CHIP FINANCIAL FORECASTS M APRIL 1,2005 _|

Consensus Forecasts Of U.S. Interest Rates And Key Assumptions’

History: Tise
-——-Average For Week Ending----—- ~--- Average For Month---- Latest Q*
Interest Rates Mar.18 Mar.ll Mar4 Feb.25 Feb. Jan. Dec. 102005
Federal Funds Rate 2.55 2.50 2.51 252 2.50 228 2,16 243
Prime Rate 5.50 5.50 5.50 5.50 549 5.25 5.14 541
LIBOR, 3-mo. 3.03 2.98 2.94 2.88 2.82 2.67 2.50 2.82
Commercial Paper, 1-mo.  2.68 2.61 2.58 2.50 2.49 2.33 222 2.48
Treasury bill, 3-mo. 2.80 2.76 2.75 2.69 2.58 2.37 222 2.57
Treasury bill, 6-mo. 3.10 3.04 3.00 294 2.85 2.68 2.50 2.86
Treasury bill, 1 yr. 331 324 3.20 313 3.03 2.86 2.67 3.05
Treasury note, 2 yT. 3.73 3.66 3.58 350 3.38 322 3.01 342
Treasury note, 5 yr. 418 411 4.00 3.89 3.77 371 3.60 3.86
Treasury note, 10 yr. 451 445 437 428 4.17 422 4.23 4.28
Treasury note, 20 yr. 491 4.84 4.79 474 461 477 4,88 4.74
Corporate Aaa bond 5.40 5.35 5.34 5.30 5.20 5.36 5.47 531
Corporate Baa bond 6.05 5.97 5.95 591 5.82 6.02 6.15 5.94
State & Local bonds 4.56 457 4.50 442 4.35 441 4.48 443
Home mortgage rate 595 585 5.79 5.69 5.63 5.71 5.75 573
History

2Q 3Q 4Q 1Q 2Q 3Q 4Q 10*
Key Assumptions 2003 2003 2003 2004 2004 2004 2004 2005
Major Currency Index 90.8 90.7 87.8 85.3 88.0 86.5 819 81.1
Real GDP 4.1 7.4 42 4.5 33 40 38 3.9
GDP Price Index 1.1 14 1.6 2.8 32 1.4 21 2.2
Consumer Price Index 0.7 24 0.7 3.5 4.8 1.9 34 2.4 %

ndividual panel members® forecasts are on pages 4 through 9. Historical data for interest rates except LIBOR is from Federal Reserve Release (FRSR) H.15. LIBOR quotes avail-
able from The Wall Street Journal. Definitions reported here are same as those in FRSR H 15, Treasury yields are reported on a constant maturity basis. Historical data for the U.S.
Federal Reserve Board’s Major Currency Index is from FRSR H.10 and G 5. Historical data for Real GDP and GDP Chained Price Index are from the Bureau of Economic Analysis
(BEA). Consumer Price Index (CPI) history is from the Department of Labor’s Bureau of Labor Statistics (BLS). *Interest rate data for 10 2005 based on historical data through
the week ended March 18. .Data for 1Q 2005 Major Currency Index also is based on data through week ended March 18. Figures shown for 1Q 2005 Real GDP, GDP Chained
Price Index and Consumer Price Index are consensus forecasts based on a special question survey this month of the panel members.

U.S. Treasury Yield Curve U.S. 3-Mo. T-Bills & 10-Yr. T-Note Yield
Week ended March 18, 2005 and Year Ago vs.

Quarterly Average) Histol F 13
1Q 2005 and 2Q 2006 Consensus forecasts ¢ Y 9e) i orecas

7.00 7.00 7.50 5
650 } Year Ago £ 8.50 7.00 3
6.00 } —X—Week ended 3/18/05 _ 4 6.00 g"gg ES Consensus
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igg T —+4—cConsensus 2Q 2005 ./‘—” 3 igg 500 F
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Derivation of Mean Equity Risk Premium Based on a Study
Using Holding Period Returns of Public Utilities

Over A Rated
Public Utility Bonds

AUS Consultants -

Line Utility Services
No. Study (1)
1
Time Period 1928-2003
1. Arithmetic Mean Holding Period
Returns (2):
Standard & Poor's Public
Utility Index 10.8 %
2. Arithmetic Mean Yield on:
A Rated Public Utility Bonds (6.6)
3. Equity Risk Premium 42 %

Notes: (1)  S&P Public Utility Index and Moody's Pubilc Utility Bond Average Annual
Yields 1928-2003, (US Consultants - Utility Services, 2004).

(2)  Holding period returns are calculated based upon income received
(dividends and interest) plus the relative change in the market value of a
security over a one-year holding period.
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Carolina Water Service, Inc.
Value Line Adjusted Betas for
the Proxy Group of Six AUS Utility Reports Water Companies and

the Proxy Group of Three Value Line (Standard Edition) Water Companies

Value Line
Adjusted
Beta
Proxy Group of Six AUS Utility
Reports Water Companies
American States Water Co. 0.70
Agqua America, Inc. 0.75
Artesian Resources Corp. NA
California Water Service Group 0.75
Middiesex Water Company 0.65
York Water Company 055
Average 0.68
Proxy Group of Three Value
Line (Standard Edition) Water
American States Water Co. 0.70
Aqua America, inc. 0.75
Callifornia Water Service Group 0.75
Average 0.73

NA = Not Available

Source of Information: Value Line Investment Survey, January 28, 2005
Standard Edition and Small and Mid-Cap Edition
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Carolina Water Service, Inc.
of the Capital Asset Pricing Model for
the Proxy Group of Six AUS Utility Reports Water Companies,
the Proxy Group of Three Value Line (Standard Edition) Water Companies and the
Line Proxy Group of Three Value
Proxy Group of Six AUS Utility Line (Standard Edition) Water
No. Reports Water Companies Companies
Traditional Capital Asset Pricing Model

1. Risk-Free Rate (1) 55 % 55 %
2. Average Company-Specific

Market Premium (2) 4.4 _ 4.7
3 Capital Asset Pricing Model

Derived Company Equity

Cost Rate 99 % 10.2 %

Empirical Capital Asset Pricing Model

4 Risk-Free Rate (1) 55 % 55 %
5. Average Company-Specific

Market Premium (2) 49 51
6. Capital Asset Pricing Model

Derived Company Equity

Cost Rate 104 % 10.6 %
7. Conclusion 10.2 % 104 %

Notes: (1) Developed in note 2 of page 3 of this Schedule.
(2) Developed on page 2 of this Schedule.



Proxy Group of Six AUS Utility
Reports Water Companies
American States Water Co.
Aqua America, Inc.

Artesian Resources Corp.
California Water Service Group
Middlesex Water Company
York Water Company

Average

Proxy Group of Three Value Line
(Standard Edition) Water Companies
American States Water Co

Aqua America, Inc

California Water Service Group

Average

Proxy Group of Six AUS Utility
Reports Water Companies

American States Water Co.
Aqua America, Inc.

Artesian Resources Corp.
California Water Service Group
Middlesex Water Company
York Water Company

Average

Proxy Group of Three Value Line
(Standard Edition) Water Companies

American States Water Co
Aqua America, inc.
California Water Service Group

Average

See page 3 for notes.

Exhibit No. ___

Carolina Water Service, Inc.
Indicated Common Equity Cost Rate Through Use

of the Capital Asset Pricing Model

Value Line
Adjusted

Beta

070
075

075
0.65

0.55
0.68

0.70
0.75

0.75
0.73

0.70
0.75
0.75

0.65
0.55

0.68

0.70
075

0.75
0.73

Schedule PMA-11
Page 2 of 3
Company-Specific CAPM Resuit
Risk Premium Including
Based on Market Risk-Free

Premiumof 6.4% (1)

Rate of 5.5%

(2)

Traditional Capital Asset Pricing Model (3)

45 %

4.8
47 %

Empirical Capital Asset Pricing Model (5)

50 %

5.2
51 %

9.9 % (4)

100 %
103
10.3

10.2 % (4)

105 %
107
NA
107
102
97

10.4 % (4)

105 %
107

107
10.6 % (4)




Notes:

M

3)

(4)

®)
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Carolina Water Service, Inc.
Development of the Market-Required Rate of Return on Common Equity Using
the Capital Asset Pricing Model for
the Proxy Group of Six AUS Utility Reports Water Companies, and the
Proxy Group of Three Value Line (Standard Edition) Water Companies
Adjusted to Reflect a Forecasted Risk-Free Rate and Market Retumn

From the three previous month-end (Jan. ‘05 —Mar. ‘05), as wellas a recently available (Mar. 25, 2005),
Value Line Summary & Index, a forecasted 3-5 year total annual market return of 11.0% can be derived
by averaging the 3-month and spot forecasted total 3-5 year total appreciation, converting it into an
annual market appreciation and adding the Value Line average forecasted annual dividend yield.

The 3-5 year average total market appreciation of 43% produces a four-year average annual
return of 9.35% ((1 .43%) - 1). When the average annual forecasted dividend yield of 1.60% is added, a
total average market retumn of 10.95%, rounded to 11.0%, (1.60% + 9.35%) is derived.

The 3-month and spot forecasted total market return of 11.0% minus the risk-free rate of 5.5%
(developed in Note 2) is 5.5% (11.0 % - 5.5%). The Ibbotson Associates calculated market premium of
7.2% for the period 1926-2004 results from a total market return of 12.4% less the average income
return on long-term U.S. Government Securities of 5.2% (12.4% - 5.2% = 7.2%). This is then averaged
with the 5.5% Value Line market premium resulting in a 6.35%, rounded to 6.4%, market premium. The
6.4% market premium is then multiplied by the beta in column 1 of page 2 of this Schedule.

Average forecast based upon six quarterly estimates of 20-year Treasury Bond yields per the consensus
of nearly 50 economists reported in the Blue Chip Financial Forecasts dated March 1, 2005 (see page 7
of Schedule PMA-10). The estimates are detailed below:

20-Year
Treasury Bond Yield
Second Quarter 2005 5.1%
Third Quarter 2005 53
Fourth Quarter 2005 55
First Quarter 2006 56
Second Quarter 2006 57
Third Quarter 2006 57
Average V)

The traditional Capital Asset Pricing Mode!l (CAPM) is applied using the following formula:
Rs=Re+B (Rm-Rg)

Where Rs = Return rate of common stock
Rr = Risk Free Rate
B = Value Line Adjusted Beta
Ry = Return on the market as a whole

Includes only those indicated common equity cost rates which are above 8.6%, i.e., 200 basis points
;Vxefw prospective yield of 6.6% on A rated Moody's public utility bonds (from page 1 of Schedule
-10).

The empirical CAPM is applied using the following formula:
Rs = Reg+ .25 (Ru -Rr )+75B(RM -Rr)
Where Rs = Return rate of common stock

R = Risk-Free Rate

B = Value Line Adjusted Beta
Rwm = Return on the market as a whole

Source of Information:  Value Line Summary & Index

Blue Chip Financial Forecasts, April 1, 2005
Value _iisnde nvestment Survey, January 28, 2005 Standard Edition and Small and Mid-Cap
ition
Stocks, Bonds, Bills and Inflation — Valuation Edition 2005 Yearbook ,
Ibbotson Associates, inc., Chicago, iL, 2005




Proxy Group of Ninety-One Non-Utility
Companies Comparable to the Proxy Group of Five
AUS Utility Reports Water Companies (1)
21st Century Ins. Group
ABM Industries inc.
Abbott Labs.

Alfiant Techsystems
Affied Capital Corp.
AmerisourceBergen
Annaly Mortgage Mgmt.
Archer Daniels Midi'd
Arrow Inti

Bard (C.R)

Bames Group
Beckman Coulter
Becton Dickinson
Berry Petroleum "A'
Biyth Inc.

Bob Evans Farms
C.H. Robinson
CLARCOR Ine.
Casey's Gen'l Stores
Church & Dwight
Clorox Co.
Coca-Cola
Coca-Coia Bottling
ConAgra Foods
Constellation Brands
Com Products int]
Curtiss-Wright

Dean Foods
Dentsply Int'

Dionex Corp.

ESCO Technologies
Fannie Mas

Fortune Brands
Frankiin Electric
Gen't Dynamics
Gitlette

Golden West Fin'l
HON Industries inc.
Hariand (John H.)

int'l Flavors & Frag.
Invacare Corp.
Kellogg

Lancaster Cotony
Lance Inc,

Lawsan Products
Lingoln Elec Hidgs.
Lockheed Martin
Marathon Qll Corp.
Mattel inc.

Matthews Int'l
Medtronic inc.
Murphy Oll Corp.
Newell Rubbermaid
Northrop Grumman
Occidental Petroleum

Ad).
Beta

0.90
075
0.80
0.70
0.85
0.75
0.85
0.70
0.60
0.76
0.80
0.60
0.75
075
0.80
0.80
0.85
0.85
0.85
0.50
0.65
0.80
0.55
0.70
0.70
0.80
0.70
0.65
0.75
0.85
0.80
0.85
0.80
0.70
0.80
0.65
0.85
0.85
078
0.75
0.85
0.55
0.80
0.76
0.70
0.85
0.66
0.86
0.75
0.85
0.85
0.85
0.85
0.65
0.85

Unadj.
Beta

o.79
0.60
0.64
0.50
0.78
0.59
0.47
0.53
0.36
0.56
0.69
0.32
0.60
0.58
0.65
0.69
0.72
Q.72
0.78
0.22
0.41
0.35
0.25
0.47
0.51
0.67
0.49
0.43
0.56
0.76
0.67
0.77
0.89
0.48
0.68
0.42
0.72
0.74
0.56
0.55
on
0.31
0.62
0.58
0.48
0.75
0.44
0.7¢
0.58
0.45
0.74
0.78
0.74
0.39
0.76

Standard
Error
of the

Regression
0.4119
0.3561
0.3787
0.2832
0.4401
0.3265
0.2056
0.3344
0.2321
0.3426
0.4088
0.1863
0.3677
0.3187
0.3854
0.4187
0.3879
0.4486
0.4047
0.1313
0.2372
0.2301
0.1472
0.3242
0.2791
0.4110
0.3048
0.2663
0.3780
0.4474
0.3729
0.4535
0.4287
0.2766
0.3932
0.2581
0.4375
0.4678
0.3082
0.3341
0.4208
0.2108
0.3851
0.3274
0.2955
0.4083
0.2687
0.4784
0.3217
0.2868
0.4403
0.4124
0.4033
0.2410
0.4826

Standard
Deviation
ofBeta

4.0793
3.8737
3.6596
4.0134
3.5720
4.0313
3.5381
3.4824
3.4778
3.5753
3.6483
3.9372
35550
3.8671
3.8088
3.5112
3.0979
3.3560
4.0351
3.9438
3.9350
3.4872
3.8658
3.2512
4.0824
3.5085
3.8307
3.6244
3.2454
3.5654
3.8928
3.5528
3.4311
3.9388
3.6308
3.6925
3.4819
3.2703
3.9007
3.8591
3.4993
3.3497
3.4623
3.7062
3.6597
3.9501
3.7286
3.2788
4.0079
3.5042
3.5380
3.9141
3.9624
3.7158
3.2566

Carolina Water Service, inc,

Comparable Eamings Analysis

for a Proxy Group of Ninety-One Non-Utility Companies Comparable to
the Proxy &

S Utility Reports Water Companies (1
Rate of Return on Net Worth
S-year Average (2) 5-Year Projected (3)
Student's Student's
1999 2000 2001 2002 2003 Percent T-Test Percent T-Test
124 % 1.8 % a7 % 74 % 86 % 6.7 % {1.11) 125 % (0.55)
137 125 121 8.2 9.5 1.2 (0.74) 14.0 0.41)
34.7 325 325 30.4 26.6 31.3 0.81 27.5 0.82
56.1 34.2 16.6 27.0 28.8 323 0.99 15.5 0.27)
14.6 13.8 14.8 14.7 10.0 13.6 (0.54) 16.0 0.32)
50.0 351 49 10.8 11.2 224 0.18 10.0 (0.77)
17.6 122 13.8 20.3 16.7 16.9 (0.35) 14.0 (0.41)
45 4.9 6.1 6.8 6.2 57 (1.18) 10.0 {0.77)
15.8 17.0 14.3 13.1 13.3 14.7 (0.45) 156.0 (0.32)
20.5 20.4 18.2 201 19.5 18.7 (0.04) 23.0 0.41
15.8 17.7 9.6 13.0 103 133 {0.57) 135 {0.45)
46.5 36.5 27.3 26.9 20.3 315 0.93 13.5 (0.45)
21.8 201 18.8 18.3 19.6 19.9 {0.02) 20.0 0.14
15.6 25.6 14.3 17.5 17.6 18.1 0.17) 16.5 (0.18)
243 23.0 185 16.9 17.0 10.5 {0.06) 14.0 (0.41)
123 111 125 13.4 11.4 124 {0.66) 11.0 (0.88)
218 24.0 238 226 21 22.8 0.21 215 0.27
16.8 16.6 153 14.8 14.7 158 (0.38) 13.5 (0.45)
12.8 10.3 8.8 9.8 83 10.0 (0.84) 13.5 (0.45)
18.6 209 19.1 18.4 17.9 18.2 {0.08) 14.5 (0.36)
24.9 23.4 20.2 23.8 423 26.9 0.55 23.5 4) 6.82
340 39.4 35.0 347 34.0 35.4 1.25 335 1.36
14.7 2.5 38.5 68.0 585 38.0 1.48 41.0 (4) 2.05
239 270 174 18.2 18.2 2009 0.08 18.0 (0.05)
15.5 15.8 14.4 16.4 11.2 14.7 (0.45) 125 (0.55)
7.5 6.4 67 78 83 7.3 1.06) 1.0 (0.68)
123 131 116 10.1 109 11.8 (0.70) 120 (0.58)
205 20.1 8.5 17.0 126 15.7 (0.37) 105 (Q.73)
19.2 19.4 18.0 175 15.4 17.8 (0.19) 125 {0.55)
34.7 28.7 245 21.0 18.7 257 0.45 220 0.41
35 5.4 6.1 74 120 6.8 (1.10) 125 (0.55)
222 213 206 388 N7 28.7 0.70 230 0.41
124 174 17.8 212 20.8 178 (0.19) 16.0 (0.23)
278 209 22.0 210 17.9 21.9 0.14 17.5 {0.09)
225 236 208 20.2 16.7 20.8 0.05 15.0 {0.32)
4.2 85.0 48.9 53.5 61.8 541 4) 278 385 (4) 1.82
13.0 10.7 11.8 16.1 18.8 14.0 {0.51) 175 (0.09)
19.8 18.5 16.2 144 13.8 18.3 (0.32) 18.0 {0.05)
253 16.7 19.3 224 220 211 0.07 15.5 (0.27)
22.0 237 258 32.0 26.9 26.1 0.48 18.5 -
15.1 15.8 13.8 11.8 10.0 132 (0.57) 12.0 {0.59)
745 726 61.1 70.4 54.5 684 (4) 3.95 275 0.82
2289 246 19.8 16.6 16.1 200 (©.02) 15.5 0.27)
13.7 12.6 13.4 11.0 13.1 128 (0.61) 155 0.27)
15.8 16.3 8.7 77 0.7 1.7 {0.70) 14,5 (0.36)
207 19.3 16.8 17.2 11.7 1741 0.25) 16.0 (0.23)
8.0 6.0 10.8 18.0 15.6 11.0 (0.68) 210 0.23
2.0 270 267 1.4 16.7 18.1 0.17) 125 (0.56)
9.3 20.9 20.5 24.6 249 200 {0.02) 205 0.18
218 220 210 2141 17.5 20.7 0.04 15.0 (0.32)
247 23.4 23.0 218 220 23.0 0.23 20.0 0.14
9.4 243 17.8 6.4 13.14 14.2 (0.48) 8.5 (0.82)
17.2 18.5 13.1 20.5 202 17.8 (0.19) 220 0.32
14.8 16.8 55 4.8 4.8 8.2 {0.80) 10.0 0.77)
7.3 27.8 23.6 16.2 203 18.0 (0.10) 16.5 (0.27)
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Proxy Group of Ninety-One Non-Utllity

Companies Comparable to the Proxy Group of Five

AUS Utlity Reports Water Companies (1)

Pactiv Corp.

Papa John's Intl
Peaple's Bank
PepsiAmericas inc.
Pfizer Inc.

Procter & Gamble
Quaker Chemicat
Ralcorp Holdings
Renal Care Group
Republic Services
Ruddick Corp.
Ryan's Famlly

SLM Corporation
Sara Lee Corp.
Selective Ins, Group
Sensient Techn.
ServiceMaster Co.
Sigma-Aldrich
Smucker (J.M.)
Sonic Comp.

St. Jude Medical
Standex int)
Stryker Corp.
Sysca Corp.
Tecumseh Products 'A’
Tennant Co.
Thomas inds.
Thomburg Mig.
UnitedHealth Group
Unlversat Corp.
Varian Medical Sys.
WD-40 Co.
Wal-Mart Stores
Walgreen Co.
Wendy's Intl

West Pharmac. Sves,

Average for the Non-Utliity Group

Average for the Proxy Group of Six AUS
Utility Reports Water Companies

Mean

Conelusion (6)

Conservative Mean (7)

Conservative Conclusion (8)

See pages 5 and 6 for notes,

e Proxy Gro
Standard

Error Standard

Adj. Unadj. of the Deviation

Beta Beta Regression of Beta
0.85 0.76 0.4316 3.7478
0.75 0.56 0.3153 3.8784
0.85 0.74 0.0837 3.1627
0.76 0.59 0.3614 3.5677
0.80 0.67 0.0840 3.1614
0.55 0.26 0.1484 4,0024
0.80 0.67 0.3751 3.8008
0.55 031 0.2162 3.3069
0.80 0.38 0.227¢ 3.7875
0.70 0.54 0,3023 3.9862
0.85 Q.75 0.43386 3.8577
0.80 0.65 0.3520 4.0663
0.75 0.59 0.3760 3.3802
0.60 0.37 0.2584 3.2494
0.85 0.73 0.4223 3.6580
0.80 0.64 0.3888 3.5478
0.75 0.58 0.3543 3.6403
0.80 0.68 0.4221 3.4485
0.85 0.40 0.2445 3.6918
0.70 0.54 0.3002 4.0245
0.85 0.75 0.3986 4.0631
0.80 0.69 0.4117 3.6094
0.70 0.53 0.3281 3.8128
0.80 0.65 0.4066 3.4073
0.80 0.88 0.3874 3.7838
0.80 0.67 0.4003 3.5757
0.78 0.58 0.3475 3.7626
0.70 0.53 0.3317 3.5147
0.65 0.44 0.2565 3.9340
070 0.47 0.3156 3.3252
0.80 0.68 0.3743 3.9647
0.75 0.58 03145 4.1031
0.85 0.77 0.0849 3.1983
0.80 0.65 0.3950 3.5654
0.78 0.58 0.3153 3.9640
0.70 0.51 0.3165 3.6171
0.76 0.68 0.3349 36715
0.68 0.47 0.0086 3,6278

Carolina Water Service, Inc.
Comparable Eamings Analysis

5

for a Proxy Group of Ninety-One Non-Utllity Companies Comparable to

US Utility Reports Water Companies (1
Rate of Return on Net Worth
§-year Average (2) §-Year Projected (3}
Student's Student's
1099 2000 2001 2002 2003 Percent T-Test Percent T-Test
74 2.3 2.8 248 4.7 145 0.47) 17.0 (0.14)
174 285 24.2 38.4 23.0 26.3 0.50 17.0 0.14)
427 41.8 46.4 50.8 §6.5 476 (4) 225 5§20 (4) 3.05
6.2 58 8.3 9.4 2.8 75 (1.04) 10.5 0.73)
382 40,4 45.6 47.9 195 383 1.48 220 0.32
34.4 34.4 36.6 36.9 35.4 365 1.28 275 0.82
19.0 20.2 16.8 16.2 13.2 17.1 (0.25) 9.5 (0.82)
11.2 10.8 9.9 12.3 13.0 1.4 0.72) 120 (0.59)
16.8 156.9 15.0 17.0 18.5 16.6 (0.30) 18.5 0.09
13.8 13.4 124 128 1.3 128 (0.62) 145 (0.36)
1.4 10.8 10.8 123 121 1.5 0.71) 13.0 (0.50)
14.7 14.9 14.2 15.7 14.0 14.7 (0.45) 1.0 (0.68)
47.9 34.8 373 31.8 333 370 1.38 265 073
88.3 92.0 99.9 63.8 58.1 80.6 (4) 4.85 325 1.27
9.4 4.6 4.5 6.1 7.7 6.5 1.12) 125 {0.55)
18.6 16.7 15.4 16.2 134 16.0 (0.34) 12.0 (0.59)
18.6 15.9 9.4 14.0 19.4 15.5 (0.38) 10.5 0.09
11.8 16.2 17.4 14.8 18.3 15.8 (0.35) 14.5 (0.36)
1.4 13.4 12.2 0.3 10.0 113 0.73) 10.0 ©77)
18.3 210 19.4 20.7 19.7 19.8 (0.03) 15.0 (0.32)
18.1 16.6 17.2 175 21.2 181 ©.17) 17.0 (0.14)
18.9 18,5 14.5 11.4 111 142 (0.43) 185 -
23.9 268 25.7 23.8 21.0 241 032 26.5 0.73
254 258 278 3.9 354 29.3 075 285 0.91
134 8.6 4.4 55 3.8 6.7 (1.41) 10.0 0.77)
17.7 18.2 31 8.0 8.5 1.1 (0.78) 12.0 (0.59)
125 13.6 118 10.4 9.4 115 (0.71) 6.5 (1.08)
8.2 9.2 11.0 14.4 14.2 1.4 0.72) 14.0 (0.41)
14.6 19.1 235 305 356 24.7 0.37 300 1.0
236 3.7 214 18.1 18.3 210 0.07 17.0 (0.14)
4.5 19.6 17.2 18.8 23.2 16.9 {0.27) 340 1.41
303 38.8 306 30.5 279 334 1.08 220 0.32
224 204 19.1 204 203 20.4 0.02 255 0.64
17.9 17.9 187 16.3 18.1 17.0 (0.26) 17.0 (0.14)
15.6 16.1 18.8 16.1 13.4 15.8 {0.36) 14.5 0.36)
15.7 83 11.8 6.4 106 108 (0.78) 125 (0.55)
18.2% 17.1%
T L
17.7%  (8)
14.9% 14.0%
[ & oA
14.5%  (8)
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Carolina Water Service, Ine.
Comparable Earnings Analysis
for a Proxy Group of Ninety Non-Utility Companies Comparable to

the Proxy Group of Three Value Line (Standard Edition) Water Corpanies (8}
Standard Rate of Retun on Net Worth

Proxy Group of Ninety Non-Utllity Error Standard &-year Average (2) 5-Year Projected (3)
Companies Comparable to the Proxy Group of Three Ad) Unad}, of the Devwviation Student's Student's
Value Line (Standard Edition) Water Companjes(9) _ Beta ~_Beta ~  Regression _ofBeta  _ 1999 2000 2001 2002  _2003 Percent T-Test Percent T-Test
ABM Industries Inc. 0.75 0.80 0.3561 3.8737 137 % 125 % 121 % 82 % 95 % 1.2 % (0.65) 14.0 % (0.36)
Abbott Labs. Q.80 0.64 0.3797 3.6606 347 325 32,5 304 26.6 3.3 1.00 275 0.94
Albemarle Corp. 0.80 0.83 0.5326 3.4053 16.6 17.2 117 1.7 12.6 140 (0.42) 14.0 (0.36)
Allied Capital Corp. 0.85 0.76 0.4401 3.5720 14.6 13.8 14.8 14.7 10.0 13.6 (0.45) 15.0 (0.26)
Annaiy Mortgage Mgmt. 0.68 0.47 0.2056 3.5381 17.8 122 13.8 20.3 16.7 168 (0.28) 14.0 (0.36)
Archer Daniels Midl'd 0.70 0.53 0.3344 3.4824 4.5 4.9 6.1 6.3 6.2 5.7 {1.10) 10.0 0.74)
Arrow Inti 0.60 0.35 0.2321 3.4778 15.8 17.0 14.3 13.4 13.3 14.7 (0.36) 156.0 (0.26)
Bal Corp. 0.00 0.79 0.4467 3.7010 15.1 16.6 210 32.3 20.4 229 0.31 220 a4
Bard (CR) 0.75 0.56 0.3426 35753 20.5 20.4 18.2 20.1 19.5 9.7 0.05 23.0 0.5
Bames Group 0.80 0.69 0.4058 3.6463 15.8 17.7 9.6 13.0 10.3 133 (0.48) 13.5 (0.40)
Beckman Cotilter 0.60 0.32 0.1863 3.9372 46.5 365 273 269 203 315 1.02 135 (0.40)
Becton Dickinson 076 0.60 0.3677 3.5550 218 204 18.8 18.3 19.6 19.9 0.07 200 0.22
Berry Petroleum "A* 0.76 0.55 0.3187 3.86871 165 258 14.3 17.5 175 181 (0.08) 16.5 (0.12)
Blyth inc. 0.80 0.65 0.3654 3.9088 24.3 23.0 16.6 16.9 17.0 18.5 0.03 14.0 0.36)
Bob Evans Farms 0.80 0.69 0.4167 35112 123 111 128 13.4 1.4 121 (0.57) 1.0 {0.64)
CLARCOR Inc. 0.85 0.72 0.4486 3.3560 16.8 16.6 153 14.8 14.7 16.6 (0.29) 13.5 (0.40)
ChoicePolnt Inc. 0.80 0.82 0.4498 3.8229 19.1 161 16.3 18.1 161 17.3 {0.15) 14.0 (0.36)
City Natlonat Corp. 0.80 0.78 05114 3.0850 18.9 17.7 16.4 16.3 16.3 16.9 {0.18) 145 ©.31)
Clorox Co. 0.85 0.41 0.2372 3.9350 249 23.4 20.2 23.8 423 269 0.64 935 (4) 7.29
Coca-Cola 0.60 0.35 0.2301 3.4079 340 30.4 35.0 4.7 34,0 354 1.34 335 1.62
ConAgra Foods o.70 0.47 0.3242 3.2512 23.9 27.0 174 18.2 18.2 2089 0.16 18.0 0.03
ConocoPhillips 0.86 0.77 0.5079 3.0562 10.5 28.4 114 5.1 134 13.8 (0.43) 7.0 (1.03)
Com Products int} 0.80 0.87 0.4110 3.5055 75 6.4 8.7 7.8 83 7.3 (0.97) 1.0 (0.64)
Curtiss-Wright .70 0.48 0.3048 3.8307 123 131 11.8 10.1 10.8 11.8 (0.61) 12,0 {0.55)
Dean Foods 0.65 0.43 0.2683 3.6241 205 20.1 8.5 17.0 12.6 15.7 €0.28) 10.5 (0.69)
Dentsply intl 0.75 0.56 0.3780 3.2454 19,2 19.4 18.0 175 15.4 17.8 (0.10) 125 {0.50)
Dionex Corp. 0.85 0.76 0.4474 3.5854 34.7 287 24.5 21.0 19.7 257 0.54 23.0 0.51
E£SCO Technologies Q.80 0.67 0.3720 3.8028 35 5.4 61 74 120 6.8 (1.01) 125 {0.50)
Fannie Mae 0.85 Q.77 0.4535 3.5528 22.2 213 20.6 38.8 317 287 079 230 051
Fortune Brands 0.80 0.69 0.4287 3.4311 12.4 17.4 17.8 21.2 208 17.9 (0.10) 16.0 {0.16)
Frankfin Electric 070 0.48 0.2786 3.9388 27.8 209 220 210 17.8 218 0.23 17.8 (0.02)
Gen'i Dynamics 0.80 0.66 0.3932 3.6308 225 23.8 20.8 20.2 16.7 208 0.14 15.0 (0.26)
Gillette 0.65 0.42 0.2591 3.6025 M.2 €5.0 48.9 53.5 §1.8 541 (4) 2.87 385 (4) 2.00
Golden West Fin'l 0.85 0.72 0.4375 3.4819 13.0 10.7 116 16.1 18.8 140 (0.42) 17.5 (0.02)
HON Industries Inc. 0.85 0.74 0.4678 3.2703 198.8 18.5 15.2 144 13.8 18.3 (0.23) 18.0 0.03
Hilienbrand Inds. 0.75 0.60 0.4004 3.1634 177 18.7 17.7 19.8 214 19.0 {0.01) 16.6 (0.12)
IHOP Comp. 0.80 0.81 0.4745 3.5333 14.2 13.6 12.9 1.2 114 126 (0.53) 14.5 (0.31)
Int'} Fiavors & Frag. 0.75 0.55 0.3341 3.8591 220 227 258 320 26.9 26.1 0.57 18.5 0.08
fnvacare Corp. 0.85 o7 0.4209 3.4993 151 16.8 135 1.6 10.0 13.2 (0.48) 12.0 (0.56)
Kellogg 0.55 0.31 0.2108 3.3497 74.5 726 61,1 79.4 §4.5 68.4 (4) 4.04 27.5 0.94
Lancaster Colony 0.80 0.63 0.3851 3.4623 229 24.6 19.6 16.6 18.1 200 0.07 16.5 (0.21)
Lance Inc. Q.75 0.56 0.3274 3.7962 137 126 13.4 11.0 131 128 0.52) 18.5 0.29)
Lauder (Estee) 0.90 0.81 0.4464 3.8321 212 207 203 15.8 18.7 18.3 0.02 285 0.85
Lawson Products 0.70 0.48 0.2955 3.6507 15.9 16.3 8.7 7.7 8.7 1.7 (0.81) 14.5 (0.31)
Lincoin Elec Hidgs. 0.85 0.75 0.4083 3.95091 20.7 19.3 16.8 17.2 1.7 174 (0.16) ‘16.0 (0.16)
Lockheed Martin 0.65 0.44 0.2687 3.7288 2.0 6.0 10.8 18.0 15.6 1.8 {0.58) 210 0.32
Marathon Oil Corp. 0.85 0.7¢ 0.4784 3.2788 0.0 27.0 26.7 111 16.7 184 (0.08) 12.6 (0.50)
Matthews Intt 0.65 0.45 0.2868 3.5042 218 220 21.0 211 17.5 207 0.143 16.0 {0.26)
Medtronic inc. 0.86 Q.74 0.4403 3.5360 247 234 23.0 21.8 220 230 0.32 20.0 0.22
Mercury General 0.80 0.82 0.5172 3.2030 14.7 10.6 0.8 10.2 14.4 1.8 {0.58) 18.0 (0.18)
Murphy Oii Corp. 0.856 0.76 0.4124 39141 9.4 243 178 6.4 1341 14.2 (0.40) 9.5 (0.79)
New Pian Excel Rty 0.65 0.44 0.3230 3.0607 9.2 7.9 7.0 78 8.1 8.0 {0.81) 8.0 {0.93)
Northrop Grumman 0.65 0.39 0.2410 3.7188 14.8 15.9 5.6 4.8 4.8 8.2 (0.81) 10.0 (0.74)
Occidental Petroleum 0.85 0.76 0.4826 3.2566 73 27.8 236 16.2 203 19.0 (0.01) 15,8 0.21)
Pactiv Corp. 0.85 0.76 0.4316 3.7478 74 2.3 9.8 248 1.7 14.5 (0.38) 17.0 (0.07)
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Carolina Water Service, Inc.
Comparable Earnings Analysis

The criteria for selection of the proxy group of ninety-one non-utility companies was that the
non-utility companies be domestic and have a meaningful rate of return on networth, common
equity or partners' capital for each of the five years ended 2003 or projected 2007 - 2009 as
reported in Value Line Investment Survey (Standard Edition). The proxy group of ninety-one
non-utility companies was selected based upon the proxy group of six AUS Utility Reports
water companies’ unadjusted beta range of 0.17 - 0.77 and standard etror of the regression
range of 3.1496— 4.1060. These ranges are based upon plus or minus three standard
deviations of the unadjusted beta and standard etror of the regression as detailed in Ms.
Ahern’s direct testimony. Plus or minus three standard deviations captures 99.73% of the
distribution of unadjusted betas and standard errors of the regression.

Ending 2003.

2007-2009.

The Student’s T-statistic associated with these returns exceeds 1.96 at the 95% level of
confidence. Therefore, they have been excluded, as outliers, to arrive at proper mean
historical and projected returns as fully explained in Ms. Ahern’s testimony.

The standard deviation of group of six AUS Utility Reports water companies’ standard error of
the regression is 0.1594. The standard deviation of the standard error of the regression is
calculated as follows:

Standard Deviation of the Std. Err. of the Regr. = Standard Error of the Regression
/2N

where: N= number of observations. Since Value Line betas are derived from weekly price
change observations over a period of five years, N = 259

Thus, 0.1594 = 3.6278 = 3.6278
/518 22.7596

Mid-point of the arithmetic mean of the historical five year average and five year projected rate
of return on net worth.

Arithmetic mean of historical five year rates of return and five year projected rates of retum on
net worth, common equity or partners’ capital excluding those 20% and above as well as those
below 8.6%, i.e., 200 basis points above the prospective yield of 6.6% on A rated Moody's
public utility bonds (from page 1 of Schedule PMA-10.)

Mid-point of the arithmetic mean of historical five year rates of return and five year projected
rates of return on net worth, common equity or partners’ capital excluding those 20% and
above as well as those below 8.6%, i.e., 200 basis points above the prospective yield 0f6.6%
on A rated Moody's public utility bonds (from page 1 of Schedule PMA-10.)

The criteria for selection of the proxy group of ninety non-utility companies was that the
non-utility companies be domestic and have a meaningful rate of return on net worth, common
equity or partners' capital for each of the five years ended 2003 or projected 2007 -2009 as
reported in Value Line Investment Survey (Standard Edition). The proxy group of ninety
non-utility companies was selected based upon the proxy group of three Value Line (Standard
Edition) water companies’ unadjusted beta range of 0.27 - 0.83 and standard error of the
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Comparable Earnings Analysis

regression range of 3.0390- 3.9618. These ranges are based upon plus or minus three
standard deviations of the unadjusted beta and standard error of the regression as detailed in
Ms. Ahern’s direct testimony. Plus or minus three standard deviations captures 99.73% of the
distribution of unadjusted betas and standard errors of the regression.

(10)  The standard deviation of the proxy group of three Value Line (Standard Edition) water
companies’ standard error of the regression is 0.1538 (3.5004 / 22.7596).

Source of Information: Value Line, Inc., March 15, 2005
Value Line Investment Survey (Standard Edition)



